








DEBT MANAGEMENT ADVISORY COMMITTEES 
(TREASURY DEPARTMENT) 








HEARINGS oct 3 1956 


BEFORE A 


SUBCOMMITTEE OF THE ®=#n'' Room 
COMMITTEE ON 
GOVERNMENT OPERATIONS 
HOUSE OF REPRESENTATIVES 
EIGHTY-FOURTH CONGRESS 
SECOND SESSION 


JUNE 5 AND 7, 1956 


Printed for the use of the 
Committee on Government Operations 


os 





UNITED STATES 
GOVERNMENT PRINTING OFFICE 
WASHINGTON : 





1956 





COMMITTEE ON GOVERNMENT OPERATIONS 
WILLIAM L. DAWSON, Illinois, Chairman 


CHET HOLIFIELD, California 

JOHN W. McCORMACK, Massachusetts 
EARL CHUDOFTF, Pennsylvania 

JACK BROOKS, Texas 

LESTER HOLTZMAN, New York 

L. H. FOUNTAIN, North Carolina 
ROBERT H. MOLLOHAN, West Virginia 
PORTER HARDY, Jr., Virginia 

JOHN A. BLATNIK, Minnesota 
ROBERT E. JONES, Alabama 
EDWARD A. GARMATZ, Maryland 
JOHN E. MOSS, California 

JOE M. KILGORE, Texas 

DANTE B. FASCELL, Florida 
MARTHA W. GRIFFITHS, Michigan 
HENRY S8. REUSS, Wisconsin 


CLARE E. HOFFMAN, Michigan 

R. WALTER RIEHLMAN, New York 
CECIL M. HARDEN, Indiana 
CHARLES B. BROWNSON, Indiana 
GEORGE MEADER, Michigan 
CLARENCE J. BROWN, Ohio 
GLENARD P. LIPSCOMB, California 
B. CARROLL REECE, Tennessee 

J. ARTHUR YOUNGER, California 
VICTOR A. KNOX, Michigan 

OTTO KRUEGER, North Dakota 
CHARLES R. JONAS, North Carolina 
WILLIAM E. MINSHALL, Ohio 


CHRISTINE Ray Davis, Staff Director 
ORVILLE 8. POLAND, General Counsel 
HELEN M. Boyer, Minority Professional Staff 


EXECUTIVE AND LEGISLATIVE REORGANIZATION SUBCOMMITTEE 


WILLIAM L. DAWSON, Illinois, Chairman 


JOHN W. McCORMACK, Massachusetts 
ROBERT E. JONES, Alabama 

JOE M. KILGORE, Texas 

DANTE B. FASCELL, Florida 


CECIL M. HARDEN, Indiana 
CLARENCE J. BROWN, Ohio 
CHARLES R. JONAS, North Carolina 
CLARE E. HOFFMAN, Michigan, er officio 


WILLIAM PINCUS, Associate General Counsel 
ORVILLE J. MONTGOMERY, Attorney 


Ir 


= ih Aa taint 


a Ne 


\TeD BY THE 


DEPO> S OF AMERICA 


UNITED STATE 


CONTENTS 





Statement of— 

Anderson, O. Kelley, representing the Joint Committee on Economic 
Policy ‘of the American Life Convention and the Life Insurance 
Deepens, Ue NONE | ho — Oni chieg nhadeonts teva aie adent=> 

Burgess, W. Randolph, Under Secretary of the Treasury; accom- 
panied by William T. Heffelfinger, Fiscal Assistant Se cretary; 
Robert P. Mayo, chief, Debt Division, Analysis Staff and Fred C! 
Scribner, Jr., ge NRE cr ek eee ee 

Fleming, Robert V., chairman of Government borrowing committee of 
the American Bankers Association; accompanied by Eugene C., 
Zorn, Jr., secretary of the Government borrowing committee _ _ ___- 

Harder, William H., chairman, committee on Government securities 
and the public debt, national association of mutual savings banks; 
accompanied by Fre d Olive a ected a 

Pattberg, Emil i as Jr., chairman, governmental securities committee, 
Investment Bankers Association of Ame ‘rica; accompanied by 
PERtReIRE REGUMODI OCNNO Do ta a ois niin adh anetpaaneEs 

Letters, statements, etc., submitted for the record by 

Anderson, O. Kelley, representing the Joint Committee on Economic 
Policy of the American Life Convention and the Life Insurance 
Association of America: 

Present membership of the Joint Committee on Economie Policy 
Survey sent to life insurance companies on April 4, 1952______ : 
Burgess, W. Randolph, Under Secretary of the Treasury: 
Charts— 
TRAD EE RI ona a ain w a erin meen acianas Sew oe 
ba eM By). 1, ee ee 
Relative size of the public debt._.................-.....- 
PiCCORENs, UGG OF: UNO CONG e i ono nn send ccs dg hina 
ERCGTene O08 CHO DUDE CONG. 6 cite ange nee cadennemioxcaces 
ib ahi ea te ae Sen a a ea eek maa 
Semiannual budget surplus I itl a os ae ee ee 
Treasury financing, July-December 1955________.____--_- 
Treasury financing, January—June 1956__.__._-___..___-_-_- 
nd auaes ube, Wisi oitaia 
Marketable maturities in calendar 1956______________ ‘ 
Ownership of the March 1%’s compared with recent maturi- 
I ih tad oa Sea eterna Bee A og A io Bt Bs are nla 
Market yield trends of short- and long-term securities_____-_ 
Structure of the public debt, December 31, 1955_________-- 
Maturity distribution of the marketable debt___._..__-___- 
Change in total and commercial bank held debt__________-_ 
Ownership of the public debt, December 31, 1955____- sista 
Holdings of Governments by private nonbank investors _ ___ 
TIS er Pa RR cots bt cas iS ws 
Excerpt from statement of Emil J. Pattberg, Jr_.....__..-___-- 
Letter from Hon. George M. Humphrey, Secretary of the Treas- 
ury, to Hon. John W. McCormack in 1953___...._._....---- 
Treasury announcement of April 22, 1953, re Treasury bonds 
Typical examples re interest rates on bonds 1922—55________- 142- 

Dawson, Hon. William L., a Representative in Congress from the 
State of Illinois, and chairman, House Committee on Government 
Operations: 

Excerpt from an article in Business Week, May 5, 1956______-- 
Excerpt from statement of Emil J. Pattberg, Jr_.......__-__-_- 


mr 





112 


bn 


77 


44 


145 


137 
51 








IV CONTENTS 


Letters, statements, etc., submitted for the record by—Continued Page 
Fleming, Robert V., chairman of Government borrowing committee 
of the American Bankers Association: 
Committee on Government borrowing, American Bankers Asso- 
ciation—Report to the administrative committee and executive 


2 -atetinccnenalNraal 
— 





council: 
White Sulphur Springs, W. Va., April 22-24, 1956________- 25 
Chicago, Ill., September 25-28, 1955 pl ears ae 28 ; 
White Sulphur Springs, W. Va., April 15-19, 1955_________ 30 
Atlantie City, N. J., October 17-20, 1954_ = 33 
Date of committee re ports, financing proble m, committee recom- 
mendations, and Treasury offerings_____ 12 ) 
Former members of the committee on Government - borrowing ! 
with extended service___________- dhe to ts 4 
Letter from W. L. Hemingway, to all ‘members of the Ameri- 
can Bankers Association, November 20, 1942_ 2 28 
Years in which members of the committee on Government bor- 
rowing for 1955—56 were first appointed to the committee ___ _- t 
Harder, William H., chairman, committee on Government securities 
and the public debt, National Association of Mutual Savings Banks: 
Bulletin sent to each association member December 9, 1955 (ex- 
hibit 2)_.._.. cea aD 80 
Committee on Government security and the public ‘debt, May 
IROOPWOR obec ewes Steere 79 
Excerpt from report at the annual association conference in Ma Ly 
a See eee pore th Sok 4 : 83 
Excerpt of letter from J. Reed Morss, April 29, 1952 (exhibit 6) 82 
Letter from Earl O. Shreve, National Director of the Savings 
Bonds Division, December 14, 1955 (exhibit 3) __- . 80 
Letter from Hon. ‘John W. Snyder, Secretary of the Treasury, to 
Henry Bruere— 
August 22, 1947 fe “ols eae cata, ae enter cea 81 
cn ee aetna 81 
List of exhibits: 
Exhibit No. 1. National Association of Mutual Savings 
i Government bonds and 
real estate mortgages____ Oe eta w sas 88 
Exhibit No. 2. Bulletin, dated December 9, 1955, from the 
committee to the members of the association_________- 88 
Exhibit No. 3. Letter, dated December 14, 1955, from Mr. 
Shreve to Mr. Harder-__- 90 
Exhibit No. 4. Letter, dated August 22, 1947, from Mr. Sny- 
der to Mr. Bruere_. ~ ele ete mh 90 
Exhibit No. 5. Letter, dated April 2, 1952, from the com- 
mittee to the Secretary of the Treasury 91 
Exhibit No. 6. Letter, dated April 29, 1952, from Mr. ‘Snyde T 
to Mr. Morss- - - 92 
Exhibit No. 7 Report, dated Janua ary 9, 1953, entitled “The 
Thin Market for Government Securities”’ 93 
Exhibit No. 8. Letter, dated February 4, 1953, from Mr. 
Wreruin, tO: Mir. Ore. 2 oa cn eetons ip seas 95 
Exhibit No. 9. Letter, dated February 6, 1953, from Mr. 
Humphrey to Mr. Morss_----- Bee ee ca 96 
Exhibit No. 10. Bulletin, dated Ms arch “30, 1953, from Mr. 
Morss to members of the association. _____ 96 
Exhibit No. 11. Report and supplementary st atement, dated 
January 21, 1954, from the committee to the Secretary of 
the Treasury - 97 
Exhibit No. 12. Re /port dated November 18, ‘AS 954, from Mr. 
Harder to members of the association_ __- 98 
: Exhibit No. 13. Letter, dated January 28, 195 5, from Mr. 
Harder to members of the association, togethe r with copy 
of recommendations from committee to Secretary of the 
RRRIEE oo bk nde All sd capitan iatinse la oo amet, 99 
Exhibit No. 14. Bulletin, “dated June 22, 1955, from Mr. 
Harder to the members of the association ‘ 101 


Jonas, Hon. Charles R., a Representative in Congress from the State 
of North Carolina: Excerpt from statement of William H. Harder 124 





seta 


CONTENTS Vv 


Letters, statements, ete., submitted for the record by—Continued Page 
Pattberg, Emil J., Jr., chairman, Government securities committee, 
Investment Bankers Association of America: 
Government securities committee, Investment Bankers Associa- 
tion of America, 1955-56 : aes 45 
Report of the governmental securities committee, Investment 
Bankers Association of America- 
One hundred and sixty-third meeting, board of governors, 
the Greenbrier, White Sulphur Springs, W. Va., May 
16-19, 1956_____-_- sts ‘ bd a ; sara 66 
Forty-fourth annual convention, Hollywood Beach Hotel, 
Hollywood, Fla., November 27—December 2, 1955__ ~~ _- 68 
One hundred and fifty-ninth meeting of the board of gover- 
nors, White Sulphur Springs, W. Va., May 18-20, 1955 71 


Forty-third annual convention, Hollywood Beach Hotel, 
Hollywood, Fla., November 28—December 3, 1954_____- 7: 
Board of governors, White Sulphur Springs, May 20, 1954_ 7 
Pincus, William, associate general counsel, Government Operations 
Committee: 
Excerpt from statement of W. Randolph Burgess__ --_- ea 45 
Excerpt from statement of William H. Harder__.--__-_-_----~- 











OT ee 


~ RI ens ACH 


DEBT MANAGEMENT ADVISORY COMMITTEES 
(Treasury Department) 


TUESDAY, JUNE 5, 1956 


House oF REPRESENTATIVES, 
SUBCOMMITTEE ON ExrcuTIVE AND LEGISLATIVE 
REORGANIZATION OF THE COMMITTEE ON 
GOVERNMENT OPERATIONS, 
Washington, D. C. 

The subcommittee met, pursuant to notice, at 10 a. m., in room 
313,'Old House Office Building, Hon. William L. Dawson (chairman 
of the full committee) presiding. 

Present: Representatives Fascell, Hoffman, Brown, and Jonas. 

Also present: Orville Poland, general counsel; William Pincus, 
associate general counsel (full committee); Elmer W. Henderson, 
counsel, Executive and Legislative Reorganization Subcommittee and 
Orville Montgomery, attorney, General Accounting Office. 

Chairman Gawson. The subcommittee will come to order. 

Over the past year this subcommittee has made an extensive study 
of the use of without compensation and when actually employed 
consultants by the Government. During recent weeks we have held 
several hearings on the subject which were confined largely to de- 
veloping information concerning the individual advisers or consultants 
who serve the Government both with and without compensation. 

Another phase of this overall problem is the use by the departments 
and agencies of groups of advisers or consultants who serve as advisory 
committees. These committees serve without compensation and to a 
large degree perform, as a group, the same advisory functions as those 
performed individually by WOC consultants. The individual WOC 
for the most part occupies the status of an employee of the Govern- 
ment, and as such is subject to certain statutory and regulatory 
requirements as to employment, duties, qualifications, and so forth. 
Also, as employees of the United States they are subject to the conflict 
of interest statutes and other laws governing the conduct of Govern- 
ment employees. 

So far as we have been able to determine, members of advisory 
committees are not considered to be employees of the Government. 
They are not subject to the laws and regulations relating to Govern- 
ment employees. Yet, in many instances, through their advice and 
consultation, they are instrumental in guiding the formation of official 
Government policy. 

We are interested in knowing more about what these advisory 
groups do; how they are constituted, and what use is made of their 
advice and suggestions. Through this knowledge we will be better 
able to determine whether they, : as well as the individuals who make 
up these committees, should be more closely regulated by law, and 
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whether or not additional safeguards in this area would be in the 
public interest. 

In order to assist the subcommittee in obtaining the information it 
seeks, representatives of the advisory groups which advise the Secre- 
tary of the Treasury on debt management policies and operations have 
consented to appear before us and explain the functions and opera- 
tions of their respective groups. 

We have with us this morning Mr. Robert V. Fleming, chairman 
of the government borrowing committee of the American Bankers 
Association; Mr. Emil J. Ps attbere, Jr., chairman of the Government 
securities committee of the Investment Bankers Association, and Mr. 
William H. Harder, chairman of the committee on government securi- 
ties and the public debt of the National Association of Mutual 
Savings Banks. 

Mr. Carrol M. Shanks, chairman of the joint committee on economic 
policy of the American Life Convention and the life Insurance Asso- 
ciation of America, also was invited to appear today. For reasons 
which he has explained he is unable to be here. Mr. O. Kelly Anderson 
is appearing in behalf of the joint committee on economic policy. 

Mr. Fleming, would you identify yourself for the record and proceed 
with your statement in giving the information requested concerning 
the organization and functioning of your advisory committee. 


STATEMENT OF ROBERT V. FLEMING, CHAIRMAN OF GOVERN- 
MENT BORROWING COMMITTEE OF THE AMERICAN BANKERS 
ASSOCIATION ; ACCOMPANIED BY EUGENE C, ZORN, JR., SECRE- 
TARY OF THE GOVERNMENT BORROWING COMMITTEE 


Mr. Fuemine. Mr. Chairman, gentlemen of the subcommittee, may 
I ask the privilege of having the secretary of the government borrow- 
ing committee sit by me because there may be some things I would 
like to refer to that he would be aware of better than I in some cases. 
Mr. Zorn is the secretary of the committee. 

I am Robert V. Fleming. I am chairman of the board of the Riggs 
National Bank of Washington, D.C., and I am testifying this morning, 
in accordance with your request of May 24, as chairman of the 
Government borrowing committee of the American Bankers Associa- 
tion which is one of four committees advi isory to the Secretary of the 
Treasury on financing problems. 

I have not prepared a formal statement because I felt that I could 
probably be more helpful to the committee by testifying orally and 
answering such questions as you might like to ask me. 

I think it would be most helpful to the committee if I first started, 
with your permission, to give you the historical background of the 
formation of this committee. 

This committee was formed, I believe, in November 1942. Prior 
to that time Secretary Morgenthau, who was then Secretary of the 
Treasury, had called in certain bankers and others informally— 
I was one of those, Mr. W. Randolph Burgess was another, Mr. 
Edward E. Brown, then president of the First National Bank of 
Chicago, was another, Mr. Earl Baillee, who afterward became 
I believe, Assistant Secretary of the Treasury, and others were also 
called in. 
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In 1942 Mr. W. L. Hemingway, president of the Mercantile Com- 
merce Bank & Trust Co., of St. Louis, became president of the Ameri- 
can Bankers Association, and in consultation with Secretary Morgen- 
thau, and Under Secretary Bell, and Mr. Buffington, who was then 
serving as Assistant to the Secretary on war bond matters, this 
committee was formed. Since that time this committee has held 
itself available to the Secretary of the Treasury when he desired to 
call us for consulting purposes. The first chairman of this com- 
mittee was Mr. Hemingway, the second chairman of this committee 
was Mr. A. L. M. Wiggins, of South Carolina, afterward Under 
Secretary by appointment of President Truman, and then myself. 
I am still chairman. Mr. Wiggins, of course, retired from the com- 
mittee when he became Under Secretary of the Treasury but has 
since rejoined the committee and currently serves as a member. 

We meet on call of the Secretary of the Treasury. The timing of 
our coming to Washington is dependent on the needs of the Treasury, 
that is, when the See retary desires our opinion on matters of new cash 
needs of the Treasury, refundings, and so forth. Over the years the 
committee has not much changed its form of procedure. Of course 
personnel has changed as members have either passed away or others 
have been replaced. 

The committee has been appointed by the various presidents of the 
association. As chairman of the committee I do not have anything 
to do with the appointment of the committee. It might be desirable 
for the record for me to submit a list of the present committee ap- 
pointed for the year 1956, unless you desire me to read it. 

Crarrman Dawson. You may present them and it will be admitted 
in the record without objection. 

Mr. Brown. I would like the witness to read the names at this 
point. 

Mr. Fiemina. The present committee includes myself, appointed 
for the year 1956 as chairman; also Henry C. Alexander, chairman 
of board, J. P. Morgan & Co., Ine. 

Mr. Brown. What city? 

Mr. Fiemina. New York City. 

Also, Julian B. Baird, chairman of board, First National Bank of 

Paul, St. Paul 1, Minn. Erle Cocke, vice chairman of board 
the Fulton National Bank of Atlanta, Atlanta 2, Ga. Mr. Cocke 
is now vice president of the American Bankers Association. The 
president and vice president of the association always serve, during 
their terms of office, as members of this committee. 

Mr. Joseph M. Dodge, chairman of board, the Detroit Bank, 
Detroit 31, Mich. George S. Eccles, president, First Security Bank 
of Utah, N. A., Salt Lake City, Utah. Fred F. Florence, president, 
Republic National Bank of Dallas, Dallas 22, Tex., and also now 
president of the American Bankers Association. H. Frederick 
Hagemann, Jr., president, Rockland-Atlas National Bank of Boston, 
Boston 6, Mass. N. Baxter Jackson, chairman of executive com- 
mittee, Chemical Corn Exchange Bank, New York 15, N. Y. David 
M. Kennedy, vice president, Continental Illinois National Bank 
& Trust Co. of Chicago, Chicago 90, Ill. 

Henry S. Kingman, president, Farmers & Mechanics Savings 
Bank, Minneapolis 2, Minn. William Fulton Kurtz, chairman 
executive committee, First Pennsylvania Banking & Trust Co., 
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Philadelphia 1, Pa. Homer J. Livingston, president, the First 
National Bank of Chicago, Chicago 90, Ill. John J. McCloy, chairman 
of board, the Chase Manhattan Bank, New York 15, N. Y. William 
H. Neal, senior vice president, Wachovia Bank & Trust Co. of 
Winston-Salem, N. C. F. Raymond Peterson, chairman of board, 
First National Bank & Trust Co. of Paterson, Paterson 27, N. J. 

Merle E. Selecman, executive manager, ABA, 12 East 36th Street, 
New York 16, N. Y. James E, Shelton, chairman of board, Security- 
First National Bank of Los Angeles, Los Angeles 54, Calif. Tom K. 
Smith, chairman of board, the Boatmen’s National Bank, St. Louis 2, 
Mo. John K. Thompson, chairman of board, Union Bank of Com- 
merce, Cleveland 1, Ohio. A. L. M. Wiggins, chairman of board, the 
Bank of Hartsville, Hartsville, S. C. Paul I. Wren, vice president, 
Old Colony Trust Co., Boston 6, Mass. Eugene C. Zorn, Jr., secre- 
tary of the committee, deputy manager and director of research, 
ABA, 12 East 36th Street, New York 16, N. Y. 

I have here a list of the members, which I will be glad to file for the 
record, showing the years in which they were first appointed. Also, 
here is a list showing former members with extended service on the 
committee. 

Chairman Dawson. Very well. 

Mr. Fiemine. This shows their length of service on the committee. 

(Information referred to follows:) 


Years in which members of the Committee on Government Borrowing for 1955-66 
were first appointed to the Committee 


Year Year 
appointed appointed 
Robert V. Fleming___.._____- 1942 Wm. Fulton Kurtz__.....-_- 1946 
Henry C. Alexander. _.____-_- 1955 Homer J. Livingston______-_-_- 1953 
sullen B. Baird... .....-...- 1954 John J. McCloy_...-._.-.--- 1954 
WEI SONI nooo il woe 1946 William H. Neal____.__-__-- 1953 
Joseph M. Dodge- - - -- 1 1946-47, 1954 F. Raymond Peterson. ! 1948-49, 1952 
George &. Becles. -..22.-cs.. 1954 James E. Shelton_____- 1 1949-50, 1953 
Prea F. Prorendée...........<. TODA. “DOM Be. 5 ndienncienw wd 1943 
H. Frederick Hagemann, Jr___ 1944 John K. Thompson-__------ nie 1952 
N. Baxter Jackson________-. : 1947 A. Gs. Ms eer on 21942 
David M. Kennedy_________- 1960 Peau il. Ween oi. oak 1953 


Henry S. Kingman--__..____- 1952 


' Member of committee as president and vice president of the association; subsequently reappointed. 
2 Service interrupted from 1946 to 1948 while Under Secretary of the Treasury; resumed membership on 
committee during 1948 and 1949, and again since 1952. 


Former members of the Committee on Government Borrowing with extended service 


W. L. Hemingway !___-._.-- 1942-53 Charles E. Spencer !_______-_- 1943-52 
Wei aes RR Fs te 1943-655, Reed Mors... 3... 2.5.4.4... 1944-52 
W. Randolph Burgess 2_ - - -_- 1942-53 Francis M. Knight ?________~_ 1945-55 
BM. Daewaras. ...-5...0264 1943-54 W. W. Campbell.-.._..... - 1946-52 


1 Deceased, 
2 Retired, 


Chairman Dawson. Are there any of these names you submitted 
who are with the original group that was organized in 1942? 
> ‘ 
Mr. Fiemina. I am a member of that first group. 
Mr. Brown. Mr. Wiggins? 
Mr. Fuiemina. Yes, and Mr. Wiggins was in the original group. 
The others show different dates. Mr. Burgess, now Under Secretary 
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of the Treasury, did serve on the original group. He does not serve 
now. He has, of course, retired from the committee. Other former 
members with extended service include Mr. B. M. Edwards, chair- 
man of the board of the Columbia National Bank of Columbia, S. C., 
first appointed in 1943; Mr. Charles E. Spencer, chairman of the 
board of the First National Bank of Boston was appointed in 1943, 
but he has passed on. W. W. Campbell of Arkansas was a member 
from 1946 to 1952. He is no longer a member of the committee. 
I think the only other original members in addition to myself, Mr. 
Wiggins, and Mr. Burgess, was Mr. E. E. Brown, of the First National 
Bank of Chicago, who retired from the committee last year. 

Mr. Jonas. 1 understand Mr. Wi iggins was an original member, he 
then became Under Secretary of the Treasury and he is now again 
a member of the committee. 

Mr. Fiemina. That is correct. 

Mr. Brown. May I ask another question in regard to this list? 
Did I understand you to say that this so-called conference operation 
between the Treasury officials and the representatives of the various 
banks of the Nation and the American Bankers Association started 
before 1942, but was not made a formal organization type of opera- 
tion until 1942? Is that correct? 

Mr. Fieminea. Secretary Morgenthau called in these individuals. 
They happened to be commercial bankers. Their banks were prob- 
ably members of the American Bankers Association, but until 1942 
it was not as a formalized committee. 

Mr. Brown. Until 1942? 

Mr. Fieminea. That is right. 

Mr. Brown. Prior to this time did I understand you to say they 
had these informal conferences going on, virtually the same operation, 
except that it was informal in nature? 

Mr. Fiemrina. In essence, yes; but not in detail. 

Mr. Brown. Then changes have taken place in these lists in the 
past 14 years, from 1942 to 1956. Of course, most of those men 
when they went on probably were older or middle-aged men, and in 
14 years of this hectic life, when a man is past middle age or around 
middle age, it takes its toll. 

Mr. Fiemina. I am afraid to say none of us is very young any 
more. 

Mr. Brown. I want to compliment you on the good health you 
seemingly have stayed in all these years. 

Mr. Fieminea. Of course, there have been some slight variations, 
depending upon _ the personality of the Secretary of “the Treasury. 
This committee has acted in this capacity to Secretary Morgenthau, 
to Secretary Vinson, Secretary Snyder, and now to Secretary 
Humphrey. 

Mr. Brown. Would they change this committee very much at 
those times? 

Mr. Fiemine. There has not been much change. The list I just 
filed for the record shows the service of each one and those who have 
either passed on or have been retired from the committee. 

Mr. Brown. I asked you to give the cities from which these men 
came, and it seemed that those mentioned were rather widely repre- 
sentative of the country. About every section of the country had 
some person on that committee, is that not right? 
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Mr. Fiemina. Yes, sir; that was the thought following the con- 
ference—you might say, the collaboration—between Secretary Mor- 
genthau and Mr. Hemingway when this committee was formalized. 
They wanted a cross section of commercial banking to express its 
opinion on financing questions. 

Mr. Brown. I noted there were small banks as well as large banks 
represented. 

Mr. Fiemine. That is correct, and I might say further that there 
has always been a member representing a savings bank on the com- 
mittee. It has always been the practice to put on the committee the 
gentleman who is chairman of the ABA committee to stimulate the 
sale of savings bonds, which used to be called war bonds. The 
savings bond committee chairman is included so he will get the benefit 
of our thoughts and in turn we can be helpful in stimulating the sales 
of those securities. 

Mr. Brown. This committee was created formally in 1942? 

Mr. Fuemina. That is right, sir. 

Mr. Brown. Was that at the request of Secretary Morgenthau? 
Did he select the committee, or did I understand you to say the presi- 
dent of the American Bankers Association did it? 

Mr. Fiemina. The record is a little hazy. I rather think that the 
Secretary of the Treasury wanted a committee as far as I can see 
the record. Remember, I was not on the committee and therefore 
I have had to check where I could in records that were not too specific. 

Mr. Brown. How about recent years? Has it been the Secretary 
of the Treasury who requested it? 

Mr. Fieminea. Yes, sir. 

Mr. Brown. Has he appointed it or has the American Bankers 
Association? 

Mr. Fiemine. He has requested continuation of the committee. 
The president of the American Bankers Association has made the 
appointments. 

Mr. Brown. Named the committee from the association? 

Mr. Fiemina. That is right. 

Mr. Brown. I would like to ask one other question, if I may. Of 
course, no member of this subcommittee is in any way political in 
our thinking or actions but I am wondering if the political complexion 
of advisory committees changed with the administration? 

Mr. Fiemina. No, sir. This committee’s appointments have never 
been made on the basis whether a man is a Democrat or a Republican. 

As a matter of fact, I know the political faith of some of them, but 
not all. 

Mr. Brown. Can you testify, as far as your knowledge is concerned, 
as to whether or not there has ever been any division in the committee 
or position taken in the committee along political lines? 

Mr. Fiemina. I can answer that without qualification—there has 
not. 

Mr. Brown. Does your committee volunteer suggestions or advice 
to the Secretary of the Treasury or do you answer questions he asks? 

Mr. Fiemine. I think I can bring that out, Mr. Brown, when I 
tell you just how we operate when called to Washington. When the 
Secretary desires the opinion of this committee, we generally do not 
know when or whether he calls other committees. I might say also 
that our committee has never contacted the other committees because 





? 
5 


ne 


i 


u? 
\Si- 


he 
ee 
re 
ic. 
ry 


rs 


Le 








; 
2 
t 


DEBT MANAGEMENT ADVISORY COMMITTEES 7 


we have always wanted to give the Secretary of the Treasury, whoever 
he may have been, the opinions of our committee without being influ- 
enced by what another committee had determined. Sometimes I 
know that the investment bankers committee has met prior or subse- 
quent to our meeting, but there has never been any contact at any 
time between the two committees as to what we are going to recom- 
mend. As a matter of fact, as chairman of this committee, I could 
not tell you the personnel of the other committees, other than that | 
happen to know that Mr. Shanks, president of the Prudential Life 
Insurance Co., is chairman of the insurance committee. I know that 
at one time Mr. Repp, president of the Discount Corp., was chairman 
of the investment bankers committee. I only knew that because | 
was moderator on a panel at Georgetown University and he appeared 
as one of the participants in the panel and at that time he said ‘‘Well, 
I see they have two chairmen of the advisory committees to the 
Treasury here.” 

We do not contact them when we meet in Washington. Of course, 
being located here, I usually have some discussions with either the 
Secretary or the Under Secretary before our committee convenes at 
his call. 

We meet in the American Bankers Association’s office for about a 
half hour. At the start of each meeting I tell the committee as much 
as I know about the general purpose of the meeting. Then we go to 
the projection room of the Treasury where we are given the oppor- 
tunity to see the Treasury charts showing what the fiscal situation is, 
what the debt position is, what the problem of maturities is—all the 
statistics that would be pertinent to help our thinking. 

Under the present arrangements we then visit Under Secretary 
Burgess for an informal discussion; as a rule that lasts about an hour. 
Then with the Secretary and other members of his staff, as well as the 
Under Secretary, we meet at lunch. The Secretary outlines further 
the matters he wants us to consider and after lunch we go into execu- 
tive sesssion. We debate and come to a conclusion with respect to 
the problems upon which we have been asked by the Secretary of 
the Treasury to give him our opinions. 

Usually we have asked the chairman of the Board of Governors, 
and if he is in town, to meet with us late in the afternoon because the 
Open Market Committee and Board of Governors of the Federal 
Reserve System have a part to play in connection with an orderly 
market. Chairman Martin has always made it clear that when he 
comes—and other chairmen, Chairman Eccles and Chairman McCabe, 
did the same thing—that he is speaking only in his individual capacity 
as a member of the Board of Governors. Of course, at no time has 
the confidence of these men ever been violated. The Treasury knows 
that. 

The practice developed years ago. Before that time the Committee 
never had the opportunity to discuss the credit situation with the 
Board of Governors at our meetings and Mr. Brown, then president of 
the First Chicago, and myself thought it was wrong. We called upon 
Secretary Morgenthau and Under Secretary Bell and they thought 
it was a good idea, and since that time the Chairman of the Board of 
Governors has been invited to give us his personal appraisal of the 
general credit climate. 
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We try to formulate our views for the report to the Secretary that 
afternoon. Sometimes there are differences of opinion. The Chair- 
man’s job is not always simple to get 18 or 20 men to crystallize their 
views. Sometimes there are minority and majority views. In that 
event in our report, we advise the Secretary to that effect. 

The next day we meet with the Under Secretary of the Treasury. 
As a rule, in recent years it has been 12 noon. There were times it 
was 3 o’clock in the afternoon. We then present our written report 
to the Secretary of the Treasury. I, on behalf of the Committee, 
read the report. The Secretary is given a copy. The Under Secre- 
tary is givena copy. The Fiscal Assistant Secretary is given a copy. 
The vice president of the Federal Reserve Bank of New York, who is 
a representative for the Open Market Committee, is also given a 
copy of the report. 

Following that report, there has been variation among the different 
Secretaries of the Treasury as to how much discussion is to be had 
in connection with it. With Secretary Morgenthau, there was rather 
wide discussion. With Secretary Vinson there was very little dis- 
cussion, except to express his appreciation. At times Secretary 
Snyder would express some opinions and ask some questions, but 
generally he would then say ‘This is helpful to me and I will give 
consideration to it and thank you very much.” With Secretary 
Humphrey, if there is a division of viewpoint he asks questions of 
each member as to why they voted as they did. He is trying to get 
the reason for their thinking. If there is a difference of opinion, 
with a majority and minority report on a particular issue of securities, 
he tries to evaluate it in his own mind, I believe, that is his purpose. 
On some occasions, Secretaries of the Treasury have also asked us 
about business conditions, a matter entirely apart from the agenda 
given us. 

Mr. Brown. How often would your committee be called to meet? 
Do you meet at regular intervals or upon call of the Secretary of the 
Treasury? 

Mr. Ftemine. We meet on call. That depends on two things: 
One, the needs of the Treasury for new cash, second, how many 
maturities come due in a year. I think in 1 year we met 5 times. 

Mr. Zorn. That is right. 

Mr. Brown. Seven times? 

Mr. Fuiemina. Five times. 

Mr. Brown. Let me ask you this question 

Mr. Fiemine. That would be the maximum, sir. 

Mr. Brown. I understand. 

How often in these meetings would your committee disagree, or 
would there be dissent among yourselves and different viewpoints 
expressed? Just your best estimate. I donot want you to go through 
all your records. 

Mr. Fiemrnc. I would only be able to answer that by saying that 
occasionally it would happen. 

Mr. Brown. Usually? 

Mr. Fiemine. Occasionally. I can give an illustration, I think. 
A year ago the Treasury—and we have always recommended that the 
Treasury call the partially tax exempt securities as the time for call 
is reached that they could be called, because it was an advantage 
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taxwise to the Treasury to eliminate the partially tax exempt bonds 
outstanding 

Mr. Brown. When the Secretary of the Treasury asks for your 
advice, suggestion, or recommendation, and you give it to him in the 
form of a report, how often does he follow that suggestion and how 
often does he do something else? 

Mr. Fieminea. That again is a difficult question to answer. That 
is one of the questions in the chairman’s letter to me. 

Mr. Brown. We are trying to find out how influential you are. 

Mr. Fiemine. I asked Mr. Zorn to prepare for me, going back to 
1952 up to date through the last mgeting in February 1956, a sum- 
mary showing what problems were presented, what our committee 
recommendations were, and what the Treasury did offer. 

Mr. Brown. Did they ever ask you your opinion as to how many 
bonds can be purchased by the banks of the country, or anything like 
that? How do they think a bond issue would be rec seived? 

Mr. Fiemine. Traditionally the bankers know that when a bank 
buys securities, it monetizes the debt and has an inflationary aspect. 
The policy has been to try to put the debt in permanent hands out- 
side of banks. We do have to evaluate that in the committee. 

One thing we have to examine that I did not mention, which is 
highly important, is the ownership of the maturing securities. For 
instance, I have here a tabulation of the ownership of marketable 
securities. To illustrate, here were the maturities on December 15, 
1955: 1% percent certificates, and 1% percent notes. The first issue 
was $5.359 billion and the second was $6.854 billion. Now, of these 
outstanding issues coming due—the total of about $12.2 billion—the 
Federal Reserve banks and Government investment accounts had 
about $6.8 billion; commercial banks had about $2.5 billion, and 
others—individuals, corporations, and so forth—held about $3 billion. 

That is important to us because we know that, in refunding, the 
Federal Reserve banks would want a short maturity, 1 year or less, 
because the open-market operations are conducted in short securities. 
We know also that they will probably take the refunding offering of 
the Treasury. When it comes to banks, you have to determine 
whether the banks are in position in their loan portfolios where they 
would want a short maturity like the Federal Reserve System or 
whether they would be willing to take an intermediate issue. 

Mr. Brown. In other words, the Treasury Department is trying 
to find out from your Committee, and from these uther committees—— 

Mr. Fiemine. I assume so. 

Mr. Brown. Four committees, I notice which represent the great- 
est and largest purchasers of Government securities in the country. 
What the market will assimilate in the way of new Federal financing. 

Mr. Fiemina. That is right. 

Mr. Brown. And about what rate they would set and be willing to 
invest? 

Mr. Fiemine. The market has changed since 1951 and since the 
accord between the Federal Reserve and Treasury the market is 
always shifting, sometimes up and sometimes down 

Mr. Brown. With the exception of a year or so all during the 

eriod you have had these formal committees the Government has 
bead engaged in deficit financing, is that right? 

Mr. Fiemina. Up to this year. 
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Mr. Brown. The Secretary of the Treasury’s problem has been to 
find a market for the Government securities he has to sell in order to 
raise cash for the operation of Government? 

Mr. Fiemina. Let me put it this way: The Secretary of the 
Treasury is interested in refunding issues which came due, and 
obtaining new cash as it is needed. 

Mr. Brown. When he saves money by refunding he refunds? 

Mr. Fiemina. The Treasury tries to price them as close as possible 
to the market. The Secretary and staff do that. We tell what we 
think the terms should be, but he makes the final decision. 

Mr. Brown. If we can refund some of these issues at a lower rate, 
then that is beneficial to the Treasury and the country? 

Mr. Fiemine. Of course. The Secretary of the Treasury always 
faces the two horns of a dilemma. He has to consider the question 
of the debt service, and on the other hand he has to have successful 
flotations of the refunding issues and offering for the new cash he 
needs. One thing we watch carefully in making recommendations, 
after examining the ownership, is that the new issue be something 
that will be a successful offering and particularly when there is 
deficit financing or when as in recent years we have been close to the 
debt limit. It is important that there not be too much attrition— 
that is, people fail to take the new offering and turn the maturing 
issues in for cash. 

Mr. Brown. I want to go back, if I may, Mr. Chairman, and then 
I will be through, to the question I asked you a moment ago. The 
Secretary of the Treasury comes to you for information. You give 
him that. But you also said that he asks advice or recommendations 
or suggestions. Now, to answer my question—how often, in your 
opinion, does the Secretary of the Treasury just accept the recom- 
mendations and advice, and so forth, and do what you suggested or 
recommended or advised, and how often does he do something else? 

Mr. Fiemina. In the limited time we have had since I received 
the communication from the chairman, which I did not get until 
the 28th of May, we have had an analysis made by Mr. Zorn. 

Mr. Brown. I just want the percentage. 

Mr. Fieminc. We have drawn up to the best of our ability a chart 
beginning with 1952, which lists each financing problem, the com- 
mittee recommendations and the Treasury offering. There are 
variances shown. But after the time we made our recommendations 
the market might have changed, so that the Secretary might have 
lengthened the maturity or shortened it, or he might have raised or 
reduced the rate of interest. That could be interpreted as taking our 
recommendation, even though it is not exactly our recommendation. 

For instance, we recommended in February 1952, as shown at the 
beginning of this analysis, a cash offering of long term bonds. We 
were asked by Secretary Snyder at his last meeting before going out 
of office about a cash offering of long term bonds. We recommended 
sale of 1 billion on March 15 or April 1, of 35-year 3 percent bonds. 
No long term bonds were issued. Our suggestion was not taken. 

Then here is another. I am picking this at random but it is all 
here. Let us take the meeting of March 20, 1953. The financing 
problem was refunding of 1% certificates due June 1, 1953, and 
percent bonds recalled for redemption June 15, 1953. The committee 
recommended an optional exchange for either a l-year 2% percent 
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certificate or short term bonds due around 1961. The holders could 
take the choice of either. Sometimes that has proved a satisfactory 
way to meet the needs and stop attrition. The Treasury offered a 
single issue of 2% percent certificates due June 1, 1954. It did not 
take the option suggested. 

It is thus very difficult for me to give you a categorical answer on 
the percentage you want. 

Mr. Brown. I have taken too much time. 

Mr. FieminGc. The whole thing is here and I will be glad to submit 
it for the record. 

Mr. Brown. I want to ask you two quick but rather important 
questions. First, in all your experience as a member of this com- 
mittee do you believe that your committee has been able to control 
or dictate or direct the decisions and actions of the Secretary of the 
Treasury in connection with public financing? 

Mr. Fiemina. No; I think he has sought our advice along with 
the advice of other people. We have been well qualified. Some of 
us have been doing this for many years. In our own institutions we 
are dealing with securities. We have a greater knowledge, as com- 
mercial bankers, than the ordinary layman would have on that. We 
make our report to the Secretary. We do not ask him if he accepts 
our report. We do not ask that question. We know he consults 
other committees. 

Mr. Brown. He weighs your recommendations along with the 
recommendations made by these other committees? 

Mr. Fiemina. That is correct. 

Mr. Brown. Let me ask you one other question that is perhaps 
hypothetical, but I think is important: You have had a great deal of 
experience, as I understand these other men have had, in matters of 
financing and banking. If you should become Secretary of the 
Treasury, as these other men, Mr, Morgenthau and Mr. Snyder and 
Mr. Humphrey have done, would you not turn to the organization 
and the men such as these on this list and on these committees who 
have been engaged in the banking and financial transactions and 
investment matters for many, many years for your advice, or would 
you instead turn to a committee selected, say, from the CIO Auto 
Workers Union or the National Farm Bureau Federation or perhaps 
the American Newspaper Publishers Association? Where would you 
naturally turn for information and help? 

Mr. Fiemina. I realize the question is hypothetical because I am 
too old to be Secretary of the Treasury now and probably would not 
be appointed in any event. 

I would say, if perchance I were to be appointed Secretary of the 
Treasury, I would seek the counsel and advice of the best qualified 
men in the country because I can tell you almost everything that 
happens today in some way is related to the Treasury. Financing 
affects everybody and the Secretary of the Treasury, whoever he may 
be, to my mind has one of the most difficult jobs in the world. 

Mr. Brown. Is not the management of our publie debt probably 
the biggest financial matter that has ever been faced by man? 

Mr. FieMine. It is a terrific job. 

Mr. Brown. Financing of a great world war like World War II—— 

Mr. Fuemina. Was a perfectly terrific job. 
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Mr. Brown. It took the cooperation of about everybody he could 


get to help put it over? 


Mr. Fiemine. No question about it. 


Mr. Brown. That is all. 


Mr. Fiemina. I would like, if I may, to submit this chart which 
is, in part, in answer to your question about maturities. 
Chairman Dawson. It will be admitted into the record without 


objection. 


(The information referred to follows:) 


Date of 
committee 
report 


Financing problem 


Feb. 8-__-- Refunding of 2'4-percent 
bonds maturing Mar. 
15, 1952. 


Refunding of 17%-percent 
certificates maturing 
Apr. 1, 1952. 


Call of 2 and 2\-percent 
bonds eligible for re- 
demption. 


| 
Cash offering of long-term | 


bonds. 


AOE. $e. 00 Cash required to cover 
deficit of upward of $10 
billion. 


Refunding of short-term | 


bills and certificates. 


| Call of 2 and 244 percent 

bonds eligible for re- 

| demption. 

June 27__.______| Refunding of certificates 
due Aug. 15 and Sept. 
1, 1952. 

Refunding of 1%-perecent 
certificates due Oct. 1, 
1952. 


| New cash of $5 billion in | 


second half of year. 


Call by Aug. 15 of 2- and 
| 24-percent bonds eli- 
gible for redemption on 
Dec. 15, 1952. 
Dec. 5... Refunding of 1%-percent 
certificates due Feb. 15, 
1953. 








| 
| 


Committee recommendations 


Offer exchange for notes or 
bonds with maturity of 3 to 
6 years and coupon of 244 
to 23g percent, depending 
on maturity. 

Offer optional exchange for 
1% percent 11%- or 12- 
month certificates or the 
same notes or bonds sug- 
gested above. 


Do not make call at this time_| 


Offer $1 billion on Mar. 15 or 
Apr. 1 of 35 year 3 percent 
bonds. 

Offer long-term marketable 3- 
percent bond with maturity 


of 30 years. Market should | 


be approached experiment- 


ally with initial offering of | 


$1 billion to $114 billion. 


For short-term borrowing, in- 
crease offerings of bills. 


Revise savings bond program: 
Increase yield on series E to 
3 percent; offer new 3 per- 
cent current-income bond as 
companion to. series E 
bonds; adopt more favorable 
yield curve modified to 
yield 28% percent for 12 years 
on series F and G bonds. 

Treasury should feel its way 
as year goes on, and roll over 
maturities into similar is- 
sues or wherever possible, 
into medium-term issues. 

Under present conditions is- 
sues should not be called. 


Suggested combined refund- 
ing into a similar certificate 
or note, 

Roll over into similar obliga- 
tion. 


Issue long-term marketable 
bonds at appropriate rate 
in autumn; revise rates on 
tax notes; issue tax bills 
maturing around the March 
tax date; sell larger amounts 
of 90-day bills. 

Do not call under present cir- 
cumstances, 


Optional exchange for a certifi- 
cate or note due in about 1 
year at an appropriate rate, 
or a bond maturing in 1956, 
1957, or 1959. 





Treasury offerings 


Offered exchange for 23%- 
percent bonds due Mar. 
15, 1959. 


Offered single exchange for 
1% percent 11-month cer- 
tificates. 


Call was not made. 
No long-term bonds issued. 


Marketable bond not of- 
fered. Reopened 2% 
percent nonmarketable 
bonds due 1980 in May 
for cash and exchange for 
outstanding marketable 
2% percent bonds. 

Weekly issues of bills were 
increased by an aggregate 
of $1.6 billion between 
Apr. 7 and July 3. 

Savings bond program was 
revised on May 1 along 
the basic lines recom- 
mended by committee. 


All maturities were rolled 
over, 


Call was not made. 


Offered exchange for 2- 
percent certificates due 
Aug. 15, 1953. 

Offered 2'%-percent 14- 
month note due Dec, 1, 
1953, 

No long-term bonds issued. 
Sold in October $2.5 bil- 
lion tax-anticipation bills 
due Mar. 18, 1953; also 
in November $2 billion 
tax anticipation bills due 
June 19, 1953. 

Call was not made. 


Offered optional exchange 
for 2%-percent 1-year 
certificates or 24-per- 
cent 6-year 10-month 
bonds due Dec, 15, 1958. 
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Date of 
committee Financing problem | Committee recommendations Treasury offerings 
report 
| | | 
1952 
| } 
Cele Sets Call of 2 and 2%-percent | Call partially tax exempt 2-ner- | Call of 2-percent bonds was 
bonds eligible for re- | cent bonds of June 1953-55. made. 
demption. | Do not call fully taxable 24%- | Call of 2%4-percent bonds 
| percent bonds. | was not made. 
Handling maturity of | Secure broad permissive legis- | Series F and G bonds were 
series F and G bonds. | lation to extend series F and not extended. 
| Q bonds at maturity. 
Cash offering of long-term | Extension of maturitiescan be | (See meeting of Mar. 20, 
bonds in first half of | determined from time to 1953.) 
1953. | time only in light of invest- 
| ment market; sound out 
market for long-term bond | 
| as conditions appear propi- | 
| tious. 
1958 | | 
Wihew OR oo. | Refunding of 1%-percent | Offer optional exchange for | Offered single issue of 25¢ 
certificates due June 1, | either 1- year 24-percent percent certificates due 
1953, and 2-percent | certificates or a short-term | June 1, 1954. 
bonds recalled for re- | bond, due around 1961. | 
demption on June 15, | 
| _ 1953. 
| Cash offering to cover at- | Time was not opportune for | Offered for cash subscrip- 
trition on refunding and | ssale of long-term bond and | __ tion $1 billion of 344-per- 
apparent cash deficit. no cash offering should be cent bonds, dated May 
made in May orJune. Sug-| 1, 1953, and maturing 
| gested consideration of the | June 15, 1983. 
| short-term bond due around | 
| 1961. 
| Refunding maturing series | Offer holders in exchange a 3- | Exchange offer was made 
F and G bonds. | percent marketable bond for 34-percent bonds ma- 
| maturing in 15 years to test | turing June 15, 1983. 
| | the market for a moderately | 
| long-term bond. 
June 19__- New cash of $5 billion in | Offer tax anticipation certifi- | Sold for cash $5.9 billion 
July. | cates maturing Mar. 15, 2'4-percent tax anticipa- 
| 1954, at rate determined by tion certificates due Mar. 
| | market conditions which | 22, 1954. 
| would prevail in July. 
Refunding of 2-percent | Refund with 1-year certifi- | Offered exchange for 1-year 
certificates on Aug. 15, cates, or possibly a some- 254-percent certificates. 
1953. | what longer issue if condi- 
tions at time favor it. 
Aug.-26.....- ..| Refunding of 2-percent | Offer optional exchange for 1- | Offered optional exchange 
| bonds maturing Sept. year 254 percent certificates | into l-year 25¢ percent 
15, 1953. or 2% percent notes matur- |_ certificates or 34-year 
} | ing in about 3% years. | 27% percent notes 
| New cash of about $2.5 | Preliminary recommendation | (See i eeting of Oct. 13, 
billion in October. to sell additional notes of 13, 1953 below.) 
| about 34-year maturity, or | 
| Jlonger if market conditions | 
are favorable. Would not be 
| prudent to sell new long- 
| term bonds at this time 
Oct. 13....----. | New cash of $1% to $2 Issue $2 billion of 23%4-percent | Offered late in October $2.2 
billion in early Novem-| bonds maturing in 3) to 6 billion of 2%4-percent 
ber. | years. bonds maturing Sept.15, 
| 1961. 
Refunding of 2'<-percent | Preliminary recommendation | (See meeting of Nov. 13, 
| notes on Dec. 1, 1953. | for offer of an optional ex- | 1953, below 
| change for short-term and 
| intermediate-term bonds 
| (12- ‘to 14-year 3-percent 
| bond, or longer if market 
conditions permit). Exact | 
terms would have to be de- | 
| | termined by prevailing con- 
| ditions at time of offering. 
WOW WEciwcc.. Refunding of 24% percent | Offer optional exchange for 2- | Offered optional exchange 
notes on Dee. 1, 1953. percent notes maturing | cf 17¢-percent notes ma- 
| Mar. 15, 1955, or 3-percent | turing Dee. 15, 1954, or 
bonds of about 15-year | 2'4-percent bonds ma- 
maturity; however, if hold- turing Dec. 15, 1958. 
| ers of series F and G bonds | 
maturing in Ist half of 1954 
| are not also offered the right 
| to exchange into the same 
| 3-percent bonds, the longer 





part of the optional exchange 
should be 2!4-percent bonds 
| maturing Dee. 15, 1958. 
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| Consolidate 


Date of 
committee Financing problem 
report 
1953 
i ae Refunding 2'4-percent cer- 
tificates on Feb. 15, 
1954, and 1%-percent 
notes on Mar. 15, 1954. | 
1954 


Jan. 20 Refunding of 244-percent 
certificates of Feb. 15, 

| 1954, and 1%¢-percent 
notes of Mar. 15, 1954. 


Call on Feb, 15, 1954, for 
redemption on June 15 
of the 24-percent bonds 
of 1954-56 and 2\-per- 
cent bonds of 1952-55. 


New cash of $2 billion to 
$3 billion after Mar. 15. 


2 
0 


t 


Apr. ‘ Refunding of 254-percent 


1954, 


Refunding on June 15, 
1954, of 2-percent bonds 
and remaining 24-per- 
cent called bonds that 
were not exchanged in 
February. 

New cash of $2 billion in 
May. 


Refunding of 2-percent 
bonds maturing or calla- 
ble in December 1954, 


July 9 ‘ New cash of $4 billion by 


Aug. 1, 1954, 


Refunding of 25¢-percent 
certificates due Aug. 15 
and Sept. 15, 1954. 


Call on Aug. 15, 1954, for 
redemption on Dee. 15 
the 2-percent bonds of 
1951-55 

$3.5 


oo. 
New cash of about 


billion in October. 


ept. 


| New cash of about $1 
billion in December. 


wv 


Refunding of 1%%-percent 
notes and 2 
bonds on Dee, 15, 1954, 


ADVISORY 


Committee recommendations 


issues in single 
refunding operation. Spe- 
cific reeommendations could 
not be presented at this time. 


Combine refunding on Feb. 15, | 


1954, with option to exchange 
for 13-month 15¢-percent 
notes or 2)4-percent bonds 
maturing in 6% years or 
Slightly longer. 

Call should be made 
demption on June 15, 


for re- 


Sale 


of 3;percent long-term 


bonds, maturity to depend | 
market conditions at | 


upon 
time of offering. 


| Offer holders option of a short 
certificates due June 1, | 


percent 


obligation maturing within 
18 months or 24-percent 
bonds maturing in last half 
of 1960. 

Offer an exchange into only 
the short obligation matur- 
ing within 18 months, 


Sale for cash of $2 billion of 24- 
percent bonds maturing in 
last half of 1960. 


Maturity should be antici- 


pated by giving holders the | 


privilege of exchanging into 
the 2\4-percent bond ma- 
turing in 1960. 

(Committee recommended 
that all of the above financ- 
ing be combined in 1 
operation in May.) 

Majority of committee recom- 
mended $2 billion each of 
l-percent notes maturing 
Sept. 15, 1955, and 15¢-per- 
cent notes maturing Sept. 
15, 1957; minority favored 
tax-anticipation certificates 
or notes maturing Mar. 18, 
1955. 

Refund together their op- 
tional] exchange for 1-percent 


certificates maturing Sept. | 


15, 1955, or 244-percent bonds 
maturing Sept. 15, 1960. 

Call should be made on Aug. 
15. 


Dual offering of 14% percent 
tax certificates maturing 
June 22, 1955, and 1-year 
certificates of indebtedness. 

Preliminary recommendation 
that 3 percent long-term 
bonds be offered, maturity 
to be determined by market 
conditions. 

Preliminary recommendation 
that holders be offered an 
optional exchange of 1-year 
certificates or medium-term 
obligations with a maturity 
not to exceed 10 years. 


COMMITTEES 





: 


Treasury offerings 


: 
: 
= 


(See meeting of Jan. 
1954, below.) 


Offered optional exchange 
of maturing issues for 12- 


| month 15¢-percent cer- 
tificates or 2!4-percent 
bonds maturing in 7 


years 9 months, 

Call was made on Feb. 15, 
but redemption of these 
issues, aS well as the 2- 
percent bonds due June 

| 15, was anticipated by 
| Offering holders right to 
exchange on Feb. 15 for 
the 2'4-percent bonds 

maturing in 7 years 9 

months also offered on 

the refunding. 
Offered $1.5 billion of tax 
anticipation bills due 

June 24, 1954. 


Offered optional exchange 
for l-year  148-percent 
certificates or 17¢-percent 
notes due Feb, 15, 1959, 


Offered 
year 
cates, 


exchange into 1- 
148-percent certifi- 


Offered $2 
percent 
15, 1959. 

December maturities were 
not included in this 

financing operation. 


billion of 17%- 
notes due Feb, 


(Financing was combined 
in 1 operation in May.) 


Sold $3.7 billion 1-percent 


tax anticipation certifi- 
cates maturing on Mar 
22, 1955, 


Offered optional exchange 
into l-year 14s-percent 
certificates or 248-percent 
bonds due Novy. 15, 1960, 


Call was made, 


Sold $4.1 billion 
percent notes 
May 15, 1957. 


of 1% 
maturing 


(See meeting of Nov. 
1954 below.) 


18, 


Do. 
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Date of 


committee Financing problem 
report | 
1954 
Nov. 16:...-.. Refunding of 174-percent 


notes and 2. percent 
bonds on Dee. 15, 1954. 


New cash in December 


Issuance of FN MA deben- 
tures. 


a 
or 


Jan, 27 Refunding of 154-percent 
| certificates due Feb. 15, 
1955, and 114-percent 
notes due Mar. 15, 1955. 
Refunding of 274-percent 
bonds called for redemp- 
tion on Mar. 15, 1955. 


A Refunding of 1'<-percent 
certificates due May 17, 


1955. 


New cash of $2.5 billion to 
cover maturity of tax- 
savings notes in May 
and June. 


June 24 = New cash of $3 billion in 


July. 


Refunding of 11<-percent 
certificates due Aug. 15, 
1955 


Retirement of maturing 
tax Savings notes 


Sept, 26.....-. New cash of $2.5 billion 
at end of September. 


ADVISORY 


Committee recommendations 


Offer holders option of a short 


obligation—either 1-year 14 
percent certificates or 1% 
percent certificates matur- 
ing Aug. 15, 1955; or a longer 
obligation—2!'4 percent 
bonds maturing in about 
S years 

December cash financing an- 
ticipated in Septem ber 
proved unnecessary. There- 
fore committee recom- 
mended that long-term bond 
should not be offered at 
that time but should be 
done on the first appro- 
priate occasion. 

Expressed view that Treasury 
could sell at least $500 mil- 
lion FNMA debentures if 
conditions were set forth as 
to FNMA credit from the 
Treasury, restrictions on 
amount offered against port- 
folio, maturity, and rate, 
and fiscal arrangements. 


Offer optional exchange of 15¢- 
percent 13-month notes or 
2)¢-percent notes maturing 
Dee. 15, 1957. 

Majority favored optional 
exchange for 15¢-percent 13- 
month notes or 3-percent 40- 
year bonds. Minority fav- 
ored $1.5 billion cash offeri 
of 3-percent 40-year bonds, 
with the 27%-percent bonds 
receiving same exchange 
option indicated above for 
the maturing notes and cer- 
tificates 

Offer optional exchange for 
17%-percent 1-year  certifi- 
cates or 2%4-percent bonds 
due Dee. 15, 1958 

Make cash offering of $2.5 bi 
lion of 17%-percent 
certificates 








j- 
l-year 


(Committee recommended 
that the refunding and cash 
offering be combined in one 
operation 

Reopen subscriptions to 3- 
percent 40-year bonds due in 
1995 for eash of $750 million 
to $1 billion; obtain balance 
through sale of 174-percent 
tax anticipation certificates 
due Mar. 22, 1956 

Offer optional exchange for 

l-vyear 2-percent certificates 
r 11-month certificates), or 

e outstanding 2'4-percent 

nds maturing Dee. 15, 

1958. (Suggested refunding 

be done at time of casb 


‘Fr 
otlering 


Obtain funds by increasir 
bill offerings by at least 
$100 million each week 
cycle of 13 weeks 

Offer 244-percent tax-anticipa- 
tion certificates due June 22 
1056, 
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Treasury offerings 


Offered optional exchange 
into either: 1-year 144 
percent certificates or 
1% percent certificates 
maturing Aug. 15, 1955; 
or 2' percent bonds 
maturing in 8 years 8 
months, 

No new bond financing 
was undertaken. 


Offered $500 million of 214 
percent FNMA 3-year 
notes in January 1955. 


Offered optional exchange 
of 15¢-percent 13-month 
notes or 2-percent notes 
maturing Aug. 15, 1957. 

Offered optional exchange 
of 15¢-perecent 13-month 
notes or 3-percent 40- 
year bonds. 


Offered exchange for only 
2-percent 15-month notes. 


Offered $2.5 billion of 2- 
percent 15-month notes 
for cash. 


(Financing was combined 
in 1 operation. 





Offered $750 million of 3- 
percent bonds of 1995 and 
$2 billion of tax-anticipa- 
tion certificates due Mar. 

22, 1956. 


Offered Oo} tional exchange 
for l-year 2-percent notes 
due Aug. 15, 195 
percent tax-anticipation 
certificates due June 22, 
1956. Did not offer the 
longer option Terms of 
financing were withheld 
until payment « of 
cast tax certificate fi- 
nancing announced ear- 
lier 

Offered $100 million of 
idditional bills each week 
between July 27 and 


sept. 29 











Sold $3 billion of 214-per- 
cent t inticipation cer- 
tificates dus June 22 


1956 








16 DEBT MANAGEMENT ADVISORY COMMITTEES 

















Date of 
committee Financing problem Committee recommendations Treasury offerings 
report | 
| 
1956 
PI TE mune Refunding of 14-percent | Offer single exchange for l-year | Offered optional exchange 
certificates and 134-per- 254-percent certificates. of 1-year 254-percent cer- 
cent notes on Dec. 15, | tificates or 2'4-year 27%- 
1955. percent notes. 
New cash of $1 billion by | Make cash offering of tax- | Sold in December $1.5 
year end. anticipation bills due Mar. | billion of tax anticipa- 
22, 1956. tion bills due Mar. 23, 
1956, on competitive bids 
1956 
Pap. 2.5... .-| Refunding of 154-percent | Suggested combined refund- | Offered optional exchange 
notes due Mar. 15, 1956, ing. Majority favored op- | for 254-percent  certifi- 
and 1% bie notes tional exchange for 25¢-per- eates due Feb. 15, 1957, 
due Apr. 1 , 1956. cent certificates due Feb. 15, or 2%-percent notes due 
1957, or outstanding 2%-| June 15, 1958. No long- 
percent notes due June 15, | term bonds were offered. 
1958; also later offering of 
$500 million additional 3- | 
percent bonds of 1995 for | 
cash or advance exchange of | 





2'-percent bonds of 1956-58. 
Minority favored single ex- 
change for 254 -percent certi- 
ficates due Feb. 15, 1957, to 
be coupled with $500 million | 
cash offering of 3-percent 
bonds of 1955 at time of 
refunding. | 
Call by May 15, 1956, of | Call should be made. _-.__-_-- | Call was made. 

2%4-percent bonds of 

1956-59 for payment on | 

Sept. 15, 1956. 








Chairman Dawson. You spoke of a difference in circumstances, 
before and after the time that accord had been reached between the 
Federal Reserve bank and the Secretary. Will you explain that? 

Mr. Fiemrina. During the war it was rather essential in my opinion, 
although some felt otherwise, that Government securities had to be 
pegged. That means that the Open Market Committee of the Fed- 
eral Reserve System bought them at par. They did not let them go 
below par. That was a war measure, but with the inflationary 
pressures that developed subsequent to the war, which were present 
in practically every nation in the world, it was desirable to let the 
market place fix the rate of interest and the price of securities. That 
was the basic concept of the accord with the Treasury. So the 
market place today really fixes the price of securities when you are 
selling them or refunding them. 

The Open Market Committee at one time held over $24 billion of 
Treasury obligations. They offered to buy at not less than par. 
That was the pegged price. That meant the holder could monetize 
the debt at any time. That added to the inflationary pressures. With 
the market place now fixing the price, you get away from the infla- 
tionary pressures of monetizing the debt. 

Chairman Dawson. You may proceed. 

Mr. Fueminea. I think that is about all I have. I have tried to 
explain, Mr. Chairman, how the Committee was organized. I might 
put into the record the letter Mr. Hemingway sent out in 1943 which 
goes into this. 

Chairman Dawson. Have there been changes in the procedures 
and uses of the Committee in your experience since you began in 1942? 

Mr. Fiemrna. Not with respect to the call of the Committee by the 
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Secretary, and not with respect to the presentation of Treasury sta- 
tistics, I would say the only change was the extent to which each 
Secretary wanted to go in discussing our report. If you were Secretary 
or I were Secretary we might pursue a little different method of 
approach when we made our report. That is about all. 

Chairman Dawson. Did you, as Chairman, preside at executive 
sessions? 

Mr. Fieminea. Of our Committee? 

Chairman Dawson. Yes. 

Mr. Fuiemina. Yes, sir. 

Chairman Dawson. And you assembled only at the call of the 
Secretary of the Treasury? 

Mr. Fieminea. That is right, sir. 

Chairman Dawson. And in the selection of the members for your 
committee, who selected them? You said you, as chairman, had 
nothing to do with the personnel of the Committee? 

Mr. Fiemina. I do not. 

Chairman Dawson. Who did the selecting? 

Mr. Fiemina. The president of the American Bankers Association 
selects them. There have not been too many changes except where 
vacancies occurred because of death or a man became incapacitated 
and could not serve. 

Chairman Dawson. That number is now 20? 

Mr. Fuemina. I think this is about right. Nineteen or twenty. 

Chairman Dawson. And none of the members receives compen- 
sation? 

Mr. Fuiemina. No, sir. 

Chairman Dawson. Do you receive any expenses? 

Mr. Fiemina. Any expenses of the committee are borne by the 
American Bankers Association. Of course, obviously, since I live in 
Washington, I have no expenses. 

Chairman Dawson. I had in mind the members who travel to 
respond to the call of the Secretary. 

Mr. Fiemina. The American Bankers Association pays that. 

Chairman Dawson. Is the request for assembling of the committee 
made to your president of your Bankers Association? 

Mr. Fiemine. You mean when the committee meets? 

Chairman Dawson. By the Secretary of the Treasury. You say 
you assemble at the request of the Secretary. To whom does the 
Secretary make the request to assemble? 

Mr. Fuiemina. To me. 

Chairman Dawson. To you? 

Mr. Fiemina. Yes. 

Chairman Dawson. You then notify the various members? 

Mr. Fiemina. I notify the members including the president and 
vice president of our association who are members of the committee 
during their term of office. 

Chairman Dawson. Mr. Jonas? 

Mr. Jonas. No questions. 

Chairman Dawson. Mr. Fascell? 

Mr. Fascetu. When a meeting is called do you have any advance 
notice as to what the agenda will be? 

Mr. FLemina. Sometimes I have had and sometimes I have not. 
After a committee has met a number of times as we have with the 
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various Secretaries of the Treasury, and knowing we are members of 
the committee, we watch what maturities are coming due. If it is a 
refunding operation, we would know about the time the Treasury has 
to make its announcement as to refunding the maturities as they come 
due. We know, about when we would have to meet, as the Treasury 
has to have about 2 weeks, after the Secretary makes his financing 
decision, for the mechanics of printing of the bonds, circulars, and so 
forth. 

Even with a balanced budget, needs for new cash will come about 
in the first 6 months of every year until the Mills plan which is being 
unwound now is fully unwound. The Treasury’s corporate tax take 
is very heavy in the last 6 months of a fiscal vear and there is a drought 
in the first 6 months of the new fiscal year beginning July 1. 

Thus we would know that there will always : be seasonal cash needs. 
The amount we would not know until we went to Washington. 

Mr. Fasce.tu. You are telling me the committee pretty well knows 
because of conditions what should come up at the meeting? 

Mr. Fiemina. Yes, about maturities, surely. 

Mr. Fascetu. I assume from that statement that is not normal 
practice for the Secretary to advise the chairman of this advisory 
committee what is expected of the committee at a called meeting? 

Mr. Fiemina. Yes. He advises me; yes, as a rule. 

Mr. Fasceiu. Sometimes does and sometimes he does not? 

Mr. Fiemrne. But it would depend on the circumstances. How- 
ever, | would say that, generally speaking, if it is a refunding operation 
it would be announced. As to whether they needed new cash and the 
amount, I might not know until we met in Washington. 

Mr. Fasceiu. Let me ask it another way. Are discussions at these 
called meetings usually limited to a specific item or do you have 
general discussions of policy? 

Mr. Fiemina. Just describe what you mean by policies. I do not 
know what you mean by that. 

Mr. Fascexy. IT am trying to find out from you whether or not 
meetings are limited to a specifie item for discussion or more than 
one item. 

Mr. Fiemina. It depends on what is to be done. 

Mr. Fascreiyi. Who determines what is to be done? 

Mr. Fteminea. The agenda as to what we are to consider is prepared 
by the Treasury Department. We do not prepare the agenda. They 
ask us our opinion as to what they should do on these various items. 
Let me see if I can get a good illustration. 

Here is a meeting of April 2 23, 1954. The financing problems, 
were: First, refunding of 2% onal certificates due June 1, 1954; 

Second, refunding on June 15, 1954 of 2 percent bonds and remain- 
ing 2%-percent called bonds which were not exchanged in February; 
there had been an exchange offer in advance; 

Third, new cash of $2 billion in May; and 

Fourth, refunding of 2 percent bonds maturing or callable in 
December of 1954. 

Our advice is asked on those four specific items. I can assure you 
that by the time we have seen the Treasury statistics, by the time 
we have had informal conference, by the time we have met the 
Secretary at lunch, by the time we have convened after lunch, and by 
the time we have conferred with the Chairman of the Board of 
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Governors, if he has been available, we don’t have too much time 
other than to address ourselves to just what we have been asked 
and to draft a report, 

The next morning, after we have drafted the report, we redraft 
it because we very often have word carpenters who want this word 
changed or that word changed. We may not change a thing. You 
perhaps have had that experience. 

Since we meet the Secretary at 12, we have to get the report type- 
written and proofread before then, to be sure it is right. So there is 
not much time for anything else. 

Mr. Fasceiu. As I understand your testimony, normally you stick 
pretty much to the agenda? 

Mr. Fiemine. That is correct. 

Mr. Fascreiti. You don’t usually get into general discussion? 
You don’t get into discussion about other matters? 

Mr. Fiemina. Very seldom. Not very much. ‘This is the situa- 
tion: We meet at 10 o’clock in Washington on a given day, usually 
Thursday or Friday, because it fits into the Secretary’s schedule. It 
fits the time he has to make a decision. 

We meet on a Thursday morning at 10. We get out of the pro- 
jection room of the Treasury about 12. It takes an hour and a half 
to see those charts with a commentary on those charts by the technical 
staff of the Treasury. 

Then there is an informal conference, then lunch, and then trying 
to compose the views of 17 or 18 men who might be present on these 
questions. Sometimes the whole committee is not present. You 
can see it is pretty intensive. 

Mr. Fasceiu. Are the committee views always drafted in writing 
and presented to the Secretary? 

Mr. Fiemina. Yes, sir. If there is a majority or minority it is 
also shown in our report. 

Mr. Fasceuu. In the year 1956 what is the committee’s “batting 
average’’ on recommendations made to the Secretary? 

Mr. Fiemina. There has been only one meeting in 1956. That is 
simple. It was on February 29, 1956. Tentatively we understand 
the committee is to be called into session about June 28. That again 
would be the question of this—— 

Mr. Fascexu. | meant fiscal 1956. 

Mr. Fiemina. Then that goes into 1955. 

Mr. Fascexu. Right. 

Mr. Fiemina. The first meeting in fiscal 1956 would be September 
25,1955. There was a meeting on June 24, 1955, but that is before the 
beginning of the fiscal year. 

We were asked 

Mr. Fasceiui. Can you just summarize the number of meetings and 
generally what your batting average is? You don’t need to get into 
specifics. 

Mr. Fiemina. You want the whole of 1955 or just fiseal 1955? 

Mr. Fasceuu. Fiscal 1956. 

Mr. Fiemina. Meeting of September 25, 1955. We were told the 
Treasury needed $2'5 billion of new cash at the end of September. 
We recommended 2% percent tax anticipation certificates due June 22, 
1956. Obviously it had to be a short operation, and also in order to 
stay under the permanent debt limit they had to have a maturity 
which could be paid off out of the June 15 tax receipts. 
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The Treasury, however, took the rate of 2% percent on the tax 
certificates and sold $3 billion of tax certificates. They told us 2%. 

Mr. Fascetu. They took the interest rate but sold more securities? 

Mr. Fiemina. That is correct. That is easily explained by the 
cash needs. The Secretary of the Treasury always has a difficult 
time estimating information as to just how soon Defense Department 
needs additional funds. It is hard for them to pinpoint it. 

The next meeting on November 18, 1955, involved a financing 
problem of refunding of 1%-percent certificates and 1%-percent notes 
due December 15, 1955. Committee recommended: Offer a single 
exchange for 1-year 2%-percent certificates. The Treasury offered 
an optional exchange of 1-year 25%-percent certificates or 24-year 2%- 
percent notes. In part the recommendation was taken, but in part 
they spread the debt out. 

Mr. Fascretu. Does your committee have the advantage of know- 
ing what these other committees have recommended? 

Mr. FLtemine. We don’t know. We don’t ask. 

Mr. Fasceti. Do you know subsequently? 

Mr. Fiemine. No; I don’t think we do. We have never made 
inquiry. 

Mr. Fascreiyu. Would it be interesting to your advisory committee 
or helpful to know what these other committees recommend and how 
closely your recommendations follow theirs, or vice versa? 

Mr. Fieminea. As I testified earlier, we do not contact those other 
committees. I could not tell you the membership of the investment 
bankers committee. That is no reflection on that committee, but we 
have tried to conduct ourselves so that the Secretary would know that 
he would get our own unbiased and uncolored opinions on our rec- 
ommendations to him. We know he consults the other committees. 

We have never asked the Secretary what the other committees have 
recommended. 

Some member of our committee subsequently, being a friend of 
a member of another committee, might learn what it recommended, 
but I never made inquiries as chairman and I frankly do not know. 

Mr. Fasceuu. Is there any other market besides the market which 
might be represented by these four committees? 

Mr. Fiemrne. Any other market? 

Mr. Fasceuu. Yes, sir, for securities. 

Mr. Fiemina. Yes. I think pension trusts, which is where the 
real money is today. These pension trusts are ballooning but I 
don’t think they are represented. 

Mr. Zorn mentions Mr. Wren on the ABA committee. Mr. Wren 
is the top trust officer of the Old Colony Trust of Boston. He is on 
that committee in order to advise us as to the types of securities which 
would be attractive for trust funds. 

Mr. Fascetit. When you individually make a recommendation on 
what an interest rate should be on a given matter, what factors would 
you personally take into consideration? 

Mr. Fiemina. Of course you have to couple that with the ma- 
turity and the needs of the Treasury. Let me make one observation 
on that. 

Mr. Fascretu. What you also have to take into consideration there 
is salability. 
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Mr. Fiemine. Let me give you an illustration. One thing the 
Treasury has to watch is the average length of the marketable debt. 

On April 1, 1951, the marketable debt had an average maturity of 
4 years and 10 months. 

‘Tf, during the intervening period they had offered in exchange for 
maturing obligations that became due just a 1-year piece of paper, 
By October 31, 1955, the average maturity of the marketable debt 
would have been 2 years and 4 months—a very dangerous concentra- 
tion. It is not sound. 

They have done their best in the market, and at times have issued 
long term bonds where there was money available in the hands of 
pension trusts or other investors, such as insurance companies. In 
recent years there has been no insurance money because these com- 
panies have been under heavy lending pressure, taking mortgage 
paper, term loans, and so on. 

The average maturity now is 4 years and 4 months. Had the 
Treasury done nothing but just roll maturities over in 1-year paper, 
it would have been 2 years and 4 months and it would have been very 
dangerous. 

The Treasury is still pursuing that policy of placing this debt in the 
hands of permanent investors so that it doesn’t fall due at one time. 

The year we met five times was due to the fact that the maturities 
previously were not spread out sufficiently and there were too many 
issues coming due in a year. It is not good business for the Treasury 
to have to go to the market often and collide with corporate and mu- 
nicipal securities offerings. That is one of the things we have been 
working on. 

Mr. Brown. Is that the reason why, usually, not only the Govern- 
ment, but local political subdivisions and private enterprise, pay a 
higher interest rate on long term bonds, in order to spread them over a 
longer period of time? 

Mr. Fiemina. Yes. 

Mr. Brown. And that is the reason you see the interest rate on a 
bond, perhaps a municipal bond, lower if it is due in a year or two, and 
a higher rate of interest on the bond that is payable perhaps 30 years 
from now? 

Mr. Fiemina. That is definitely correct. Of course you have to 
pay for long-term money. I might say that at the present time there 
is not the same spread that I think there should be between the short 
and long rates, but that is a market condition. You have other 
bankers who can better testify on that subject. However, I think 
one of the reasons for the difference between the yield on long term 
governments, or even intermediates, as against corporate bonds, 1 
because of the growth of pension trusts. The pension trusts have 
been growing so rapidly in this country that there never is a time when 
those charged with investing do not have more money coming due to 
invest in those pension trusts, and they have a hard time in finding 
the investments. 

I happen to be trustee—I have no objection to mentioning the 
name here—of the pension plan of the American National Red Cross. 
That is a small one compared to some of the great motorcar and other 
great industrial companies. 

I sat on that committee the other day. We didn’t expect to have 
another meeting of the investment committee until perhaps the 
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first part of September. It was ballooning up $500,000 a month. 
That is small. 

Just take some of the great ones. Those pension trusts always are 
hungry for high grade corporate securities. Therefore a yield of 
3.60 percent as against a yield of 3 percent on a Government is not 
surprising. But it is held down by the fact that they are buying all 
the time. There is a demand from these pension trusts. 

Mr. Fascr.u. This ready availability of cash on the market for 
securities has some effect on the factors you would consider in recom- 
mending an, interest rate, then? 

Mr. FLemina. In pension trusts. Money in the banking system is 
tight, very tight. Money in insurance companies is very tight. 

Mr. Fascre.u. Because of investments in other things? 

Mr. Fiemine. You have a gross national product rate of nearly 
$400 billion in the March quarter. You don’t have such business 
activity without having a tremendous demand for credit. That is 
what exists today. 

Say we have a maturity—to anwer your question specifically 
now—and you go to all the services and investment dealers who issue 
daily circulars showing yields and the last prices quoted in thirty- 
seconds. 

Assume we have an offering of a 1-year certificate. The quotation 
charts show exactly the selling price of the outstanding certificates of, 
and those of somewhat near maturity to, the proposed offering. 

Then you try to price that so you are sure the Treasury is not 
paying too much or it is not so niggardly in the rate that people will 
not accept it and turn their maturities in for cash. I think that 
answers the question specifically. 

Chairman Dawson. You spoke of the experts on the technical staff 
of the Treasury in connection with the reports you make. 

Mr. FLemina. Yes, sir. 

Chairman Dawson. What part do they play in getting up your 
reports? 

Mr. Fiemina. No part in the determination of our recommen- 
dations, sir. They simply give us the statistics and tell us, for instance, 
what the fiscal situation is, what is under the debt limit, what 
the average length of maturities is, and other statistics which are 
very helpful in our thinking as to the specific problems put before us 
by the Secretary of the Treasury. 

As to our determinations, other than what they portray to us, 
which are statistics correct as near as they can get them, they do not 
discuss with us what our recommendations are to be. 

Chairman Dawson. They have this data before them but they 
have not the active experience in the market which would help them 
give the Treasury suggestions or recommendations? 

Mr. Fiemina. I think they could be helpful. After all, they are 
experts, but they perhaps do not have the opportunity, as the man has 
who is in the hurley-burley of financial life, to size things up. They 
certainly have the technical knowledge of what the picture is. 

Mr. Jonas. Treasury issues a daily statement? 

Mr. Fiemina. Yes, sir. 

Mr. Jonas. Does that contain all of the information which would 
be given to your committee with respect to maturities? 
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Mr. Fieminc. No; it doesn’t have that. That is a daily statement 
of the Treasury which relates to the cash position. 

Mr. Jonas. Doesn’t deal with maturities? 

Mr. Fiemina. No, sir. 

Mr. Jonas. What about the monthly bulletin they issue? 

Mr. Fiemine. Of course, Federal Reserve also has a monthly 
bulletin which has all that information in it. 

Mr. Jonas. Information is available generally to investors and 
people who read the literature on this subject as to when maturities 
will occur? 

Mr. Fiemina. A great deal of information. There are some sitting 
in this room, some gentlemen that have investment services which are 
very good, and which have a lot of information in them. 

Mr. Monreomery. In order to tie together some of the matters 
that you have touched upon during your testimony, I would like to 
ask a few questions. 

Is your committee part of the American Bankers Association 
committee system? 

Mr. Fuiemina. Yes, sir. 

Mr. Monrcomery. Was the committee set up solely to perform 
this advisory function to the Treasury Department? 

Mr. Fiemina. Exactly. 

Mr. Montcomery. They have no other functions but that? 

Mr. Fuemina. I might take a second and read this letter, written 
by Mr. Hemingway at a time when—you remember—we were in a war. 
Mr. Hemingway under date of November 20, 1942, sent to all mem- 
bers of the American Bankers Association this letter. 





This, my first message to you as president of your association, deals with what 
is the greatest single problem before us, that of financing the war. As we all 
know, the money required to win the war must and will be raised, but it should 
be raised in a way which will put the least strain on the Nation’s economic struc- 
ture and have the least inflationary effect. 

This means that as much as possible of the necessary revenues should be se- 
cured through taxation and through the sale of Government securities outside 
of the banking system. If such a program is to be successful it must have the 
active support of the banks. 

We have received many compliments on our splendid job in selling the war 
savings bonds to the public but it is not expected that war savings bonds alone 
will finance the war. A still larger volume of these and other Government obliga- 
tions must be taken by nonbanking investors. This has seemed so important 
to the office of the association that we offered our services to the Secretary of the 
Treasury and appointed a special committee to consider what we might do as 
an association to cooperate with him to bring about the necessary distribution 
of Government securities. 

This committee met in Washington last week upon invitation of the Secretary 
and held a series of conferences. Upon the recommendation of this committee 
the officers of your association have stated to the Secretary that we will under- 
take to give an all-out aid and we urge our members to go to the limit in support- 
ing the work of the victory fund committees in the sale of Government securities 
and to the public. But, after all, when the public has taken all the bonds it will 
take, then the Treasury must look to the banks. Therefore we strongly recom- 
mend that you employ your surplus funds by investing in Government securities 
and that you take your full share of future issues in some general relationship to 
your size. 

In order to discuss with you more in detail the ways and means of accomplish- 
ing these objectives and to answer numerous questions that undoubtedly occur 
to many of you regarding this program, a booklet is being prepared on this 
subject. A copy will be mailed to every member of the association shortly. 
When you receive it I earnestly urge you to read it carefully and give the subject 
the consideration it deserves. 
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If you have any doubts, questions or suggestions regarding any part of it, I 
will be glad to have you write me. Of all the added responsibilities our banks 
have assumed and have had placed upon them in recent months, I have known of 
none of more far-reaching importance to our country and to our banks themselves 
than this job of seeing to it that the financing of the war is accomplished in the 
best possible manner. 

That shows that not only was a committee appointed, but every 
bank was urged to do its part. 

Mr. MontaGomery. The committee being a part of the regular com- 
mittee system of the American Banking Association, I assume you 
make periodic reports to that association concerning your Treasury 
activities? 

Mr. Fiemina. That is correct, sir. 

Mr. Monteomery. In how much detail are those reports? 

Mr. Fiemina. We usually show in those reports the times we have 
met with the Secretary and just what we have recommended and 
what the Secretary has done. 

Those reports, however, are not made to the general convention. 
Those reports are made, first, to the administrative committee and 
then to the executive council. They do not become public. 

Mr. Montcomery. Are copies of those reports available? 

Mr. Fuiemine. Yes. 

Mr. Montcomery. Do you have any with you? 

Mr. Fiemrinea. Yes. 

Mr. Montgomery. Would you submit copies of what reports you 
have? 

Mr. Fiemrine. For what period would you like them? 

Mr. Montcomery. It doesn’t matter. The last 2 years would be 
sufficient, beginning with 1953. 

Mr. FLemina. Bear in mind they are not made before the general 
convention, but to the administrative committee along with other 
committee reports. All committees report to the administrative 
committee, which is a smaller group, and which in effect is the cabinet 
of the American Bankers Association. The executive council is the 
governing body to act between conventions. 

Mr. Montcomery. These reports only partially cover the activities 
of your particular committee? 

Mr. Fiemina. No; I think they would cover what we recom- 
mended at our meetings and what the Treasury did. It is about the 
same information contained in full in this booklet which I have had 
prepared in trying to be as helpful as I could to the chairman’s specific 
questions. 

Mr. Montgomery. At what time are these reports submitted, 
periodically during the year? 

Mr. Fitemine. The American Bankers Association as a convention 
meets once a year. The executive council, administrative committee, 
meet at that convention. 

The executive council meets once a year, usually in about April, 
and, therefore, there are two reports a year. I have here the re- 
ports of October 17, 1954, April 15, 1955, September 25 to 28, 1955, 
April 22 and 24, 1956. 

If it is your desire I will submit those for the record. 

Mr. Montaomery. Very well. 

(The reports referred to are as follows:) 
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COMMITTEE ON GOVERNMENT BORROWING, AMERICAN 
BANKERS ASSOCIATION 


REPORT TO THE ADMINISTRATIVE COMMITTEE AND EXECUTIVE COUNCIL, 
WHITE SuupHUR SprRINGs, W. Va., APRIL 22-24, 1956 


Since the 1955 annual convention, the committee has held two meetings with 
the Treasury. The dates were November 17 and 18, 1955, and February 28 and 
29, 1956. This report, submitted on behalf of the committee, reviews the recom- 
mendations made by the committee to the Secretary of the Treasury and his 
associates, and the financing operations subseqently undertaken. 


MEETING OF NOVEMBER 17 AND 18, 1955 


The committee was asked to consider two problems: (1) The refunding on De- 
cember 15, 1955, of $5,359 million of 144 percent certificates and $6,854 million 
of 134 percent notes; and (2) possible cash financing of not more than $1 billion 
by the end of the year. 

The December refunding afforded another important example of the problem 
of coordinating Treasury debt management and Federal Reserve monetary 
policies, and the impact of these policies on each other. While the committee 
was deliberating on November 17, an announcement was made of the raising of 
the discount rate by several Federal Reserve banks. The money market atmos- 
phere was thus unsettled, making it impossible for the committee to gage pre- 
cisely the level of rates that might prevail at the time of the financing announce- 
ment. 

The ownership of the $12,200 million of maturing certificates and notes was as 
follows: Federal Reserve banks, $5,700 million; nonbank investors, $4 billion; 
and commercial banks, $2,500 million, of which only $200 million were owned by 
central reserve city banks, only $800 million by reserve city banks, and the re- 
maining $1,500 million by all other -ommercial banks. 

In its report to Secretary Humphrey, the committee stated that before the 
change in the discount rate, this ownership distribution would have made advisable 
an optional offering of (1) a 2%-percent certificate with a maturity of 1 year or less, 
and (2) a 2%-percent note with a maturity of 2 years, 3 months, or less. It ex- 
pressed the view that a sufficient amount of the longer notes would have been ac- 
cepted to make the financing successful. However, the committee indicated that 
it seemed likely that the market would weaken before the terms were to be an- 
nounced, and that it might therefore be necessary to offer a 1-year 25-percent cer- 
tificate, in which case it might be advisable to abandon the option: L offering. 

On November 25 the Treasury announced an optional exchange offering for the 
maturing issues of (1) l-year 2%-percent certificates, or (2) 242-vear 2%-percent 
notes, maturing June 15, 1958. 

The results of the refunding pointed up the inherent difficulties of pricing new 
issues in an extremely tight money market that was in the process of adjustment 
to a change in the discount rate. Moreover, the Treasury’s problem was greatly 
complicated by the desire for cash by holders of the maturing issues who were not 
interested in new obligations regardless of the attractiveness of refunding terms, 
and who could find few buyers in the market for their holdings. 

The market for the maturing issues dropped slightly under par shortly before 
the change in the discount rate and remained there during the refunding operation. 
This lack of rights values encouraged redemption by holders who desired cash, 
and led to a support operation by the Open Market Committee of the Federal 
Reserve System. Between the time of the announcement and the closing of the 
books, the Federal Reserve purchased rights in an amount of $167 million. De- 
spite this support operation and additional buying by Treasury investment funds, 
a heavy cash redemption amounting to $847 million was incurred on the $12,213 
million of maturing issues. phe remaining $11,366 million accepted the exchange, 
$9,083 million taking the 25%-percent certificates, and $2,283 million accepting the 
27%-percent notes. 

The $847 million cash redemption and $167 million Federal Reserve support 
totaled $1,014 million, equal to 8.3 percent of the total maturities and 15.7 per- 
cent of the amount held outside the Federal Reserve System. This was the 
largest attrition experienced on a refunding for some time. 

The report of the committee to Secretary Humphrey on November 18 also 
stated that with regard to possible cash financing—which the Treasury indicated 
at the time of our meeting would be not more than $1 billion—the Treasury 
should offer tax anticipation bills maturing March 22, 1956, payment to be made 
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by credit to tax and loan accounts. The committee further stated that the 
eash financing should not be undertaken until after the results of the refunding 
were known. 

On December 6, after the results of the refunding had been determined, the 
Treasury announced a cash offering of $1,500 million of tax anticipation bills 
dated December 15, 1955, and maturing March 23, 1956, but redeemable for 
taxes on March 15. The heavy attrition on the refunding necessitated a larger 
issue than had previously been anticipated. The new bills were well received. 
Offered through tax and loan account credit on a competitive bid basis, they 
were sold at an average rate of 2.465 percent. Subscriptions totaling $4,130 
million were entered, and $1,501 million were accepted. 


MEETING OF FEBRUARY 28 AND 29, 1956 


The committee at this meeting was asked by the Treasury to consider: (1) The 
possible call of the $982 million 234-percent partially tax-exempt bonds of 1956-59; 
and (2) the refunding of the $8,472 million 15¢-percent notes due March 15, 1956, 
and the $1,007 million 1%-percent exchange notes due April 1, 1956. 

Since the Treasury must give 4 months’ notice of redemption on bonds, the 
234’s of 1956-59 will have to be called by May 15 in order to be redeemed on 
Se tember 15. The committee recommenced that such a call be made by May 15. 
If the Treasury continues its practice of retiring the partially tax exempt issues 
on the first permissible call date, this issue will be refunded on September 15, 
and thereafter onlv two such issues will still remain outstanding: the 234’s of 
1960-65 and the 234’s of 1958-63. 

With respect to the refunding, it should be noted that the committee was 
consi’ering the problem in an atmosphere that was unsettled. President Eisen- 
hower’s decision regarding his political intentions was impending when the 
committee Ciscussed the March refuncing, and it was actually announced in the 
President’s press conference at the very time our report was being submitted to 
Secretary Humphrey in his office. 

The Federal Reserve banks held $1 billion of the 1% percent exchange notes 
due on April 1, while only $7 million additional was publicly held. Of the maturing 
154 percent notes due on March 15, the Federal Reserve banks owned about 
$4 billion, while nonbank investors held $3,200 million, and commercial banks 
$1,200 million, almost all of the latter outside central reserve city banks. 

This ownership picture created some uncertainty, as there was no way of 
knowing whether nonbank investors were holding the maturing notes to meet tax 
liabilities on March 15. The money market was still tight, although not as tight 
as during the December refunding. However, it was not in the process of acjust- 
ing to a change in the Ciscount rate, such as took place during the December 
refunding as a result of the November action of the Federal Reserve banks dis- 
cussed previously. Another consideration was that the bid side of the market 
for the maturing obligations was below par, indicating that they had no rights 
value under the existing yield curve. 

Nevertheless, it was clear that suecess of the refunding without Federal Reserve 
assistance was imperative. The December support operation had stimulated con- 
siderable discussion among monetary circles and in the Congress, and it was there- 
fore highly desirable that a second successive intervention in the market by the 
Federal Reserve be avoided, lest it be misinterpreted as evidence of subservience 
of the Federal Reserve to the Treasury. In order that success of the refunding 
be reasonably assured, therefore, its terms had to be sufficiently attractive as to 
encourage holders of the maturing notes to exchange them or to make it profitable 
for them to be sold in the market to other investors who would then make the 
exchange. 

With these considerations in mind, the committee recommended that the re- 
funding of the 156 percent notes maturing March 15, 1956, and the 1% percent 
exchange notes maturing April 1, 1956, be combined in one operation. All mem- 
bers of the committee were agreed that on an exchange a new 25% percent certificate 
of indebtedness due February 15, 1957, would be appropriate under existing 
market conditions, and it had the further advantage of taking the maturity of the 
issue off the March tax date. 

The majority of the committee expressed the view that holders of the maturing 
issues should be given the alternative to exchange into either the 25% percent 
certificates or the outstanding 27 percent notes due June 15, 1958. A minority 
did not favor the alternative offering, believing that the refunding should be 
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restricted to a short maturity but that it should be coupled with a cash offering 
of $500 million of 3 percent bonds. 

The committee was unanimous that the Treasury should offer an additional $500 
million of the outstanding issue of 3 percent bonds of 1995, but the majority 
favored such an offering at an appropriate time subsequent to the refunding oper- 
ation, either for cash or as an advance exchange for the 2% percent bonds of 1956- 
58 while a minority, as indicated above, believed it should be coupled with the 
refunding. 

The refunding terms announced by the Treasury were those recommended by 
the majority of the committee. Holders of the maturing issues were given the 
option to exchange into (1) 2% percent certificates due February 15, 1957, or (2) 
the 2% percent notes due June 15, 1958. 

The operation proved successful. The maturing 1% percent notes went to a 
premium after the terms were announced. The 2% percent notes, which had 
carried a premium of twelve thirty-seconds to fourteen thirty-seconds in the 
market before the announcement, were marked down about a quarter of a point, 
but they still held sufficient attraction to help sustain the rights value that became 
established in the maturing issue after the refunding terms were made known. 

Only $136 million of the maturing 15 percent notes were redeemed for cash. 
This attrition was only 3.1 percent of the $4,450 million owned outside the 
Federal Reserve System. The balance was exchanged for the new issues, $2,100 
million going into the 2% percent, notes and $2,200 million into the 2% percent 
certificates. 

CONCLUSION 


It may be observed from this report of our last two meetings that recent major 
debt management decisions have been concerned with refunding operations in a 
tight money market. The improvement in the budgetary situation has relieved 
the Treasury of the burden of new cash financing, except for the issuance of tax 
obligations during the first half of the fiscal year which are subsequently retired 
during the surplus periods in the following March and June. It was estimated 
in the President’s budget message that cash receipts from the public in both 
fiscal years 1956 and 1957 will exceed cash payments by $2,400 million. The 
budget situation for the 1956 fiscal vear is reasonably certain, but the results for 
the subsequent fiscal year will obviously depend to a greater degree upon the 
actions of Congress and economic conditions. Whatever cash flow is achieved 
will be available for the retirement of publicly held debt, and thus may serve as a 
useful adjunct to Federal Reserve policy when credit restraint is being exercised. 

The Treasury has continued to take every available opportunity to lengthen 
the maturity of the debt as market conditions permit. While the principal 
technique has been the optional exchange offer of intermediate issues on refund- 
ings, the Treasury is closely watching developments in the long-term market, 
with a view toward tapping that market as economic and supply and demand 
conditions might permit. There appears to be a steady demand for long-term 
‘Treasury bonds from such investors as local governmental pension funds. Thus, 
even in a period of very active business when competition for the available supply 
of investment funds is great, modest offerings of long bonds may be made from 
time to time without unduly disturbing the capital and mortgage markets. This 
was done successfully on two occasions in 1955. It was the basis for the recom- 
mendation of the committee at its last meeting that an additional amount of the 
3’s of 1995 might be offered after the March refunding at an appropriate time. 
Since then the money market has tightened further and the price of the 3’s has 
dropped below par, thus forestalling for the present a reopening of the issue at 
par. However, even though no new cash may be needed on a permanent basis 
for the balance of the current fiscal year and the next fiscal year, the Treasury 
may issue new long-term bonds as economic and market conditions might permit, 

Your chairman was unable to be present at the meeting on February 28 and 29, 
due to a Pan American World Airways directors’ inspection trip to the Orient. 
He is most appreciative of the service rendered by Mr. Homer J. Livingston, 
immediate past president of the association, who acted as chairman of this meet- 
ing, with the concurrence of President Florence. 

tespectfully submitted. 

Rospertr V. Fiuemine, Chairman. 


79955—56 3 








2S DEBT MANAGEMENT ADVISORY COMMITTEES 


REPORT TO THE ADMINISTRATIVE COMMITTEE AND THE Executive CoUNCIL, 
Cuicaao, Iuu., SEPTEMBER 25-28, 1955 


This report, presented by your chairman on behalf of the Government Borrow- 
ing Committee, covers two meetings with the Treasury. It summarizes the 
recommendations presented to the Secretary of the Treasury and the subsequent 
financing undertaken. 

The first meeting was held on April 17, 1955, at White Sulphur Springs. Under 
Secretary W. Randolph Burgess and assistant to the Secretary of the Treasury 
Robert W. Blyth were in attendance at the association’s executive council sessions. 
This made it possible for the committee to consider the Treasury’s second quarter 
financing and obviated a further session in Washington in April. The second 
meeting was held with Secretary Humphrey. and his associates in Washington 
on June 23 and 24, 1955. 

MEETING OF APRIL 17, 1955 


The committee was asked for recommendations on (1) the refunding of $3,886 
million of 1% percent certificates maturing on May 17, 1955, and (2) a cash 
offering of $2.5 billion to be used to meet the maturity of tax savings notes in 
May and June. 

The committee expressed the opinion that these two operations should be 
handled at the same time. It recommended that holders of the maturing 1% 
percent certificates be given the option of exchange into either a 1% percent 
l-year certificate, or the outstanding issue of 2% percent bonds, due December 

1958, which were then selling at a modest premium. 

Only $2,200 million of the maturing certificates were owned outside the Federal 
Reserve banks. It was thought that, consistent with the objective of lengthen- 
ing the maturity of the debt, the 244’s of 1958 could be advantageously reopened, 
because the rights under the exchange would be sufficiently attractive to encourage 
a portion of the holders to select the longer end of the offering. 

To provide the cash to cover the maturity of the tax sav ings notes, the com- 
mittee recommended a cash offering of $2.5 billion of the 1% % percent 1-year certifi- 
cate issue suggested for the short end of the exchange offe ring. 

It should be noted that the money market at the time was rather tight. The 
prevailing market psychology was one of hesitancy. The Federal Reserve was 
exercising a modest degree of credit restraint, and interest rates were rising. The 
committee believed that these market conditions dictated a short-term offering, 
although it felt that the optional exchange, embodying a rights value in the pre- 
vailing market, could serve as a means of debt lengthening without running the 
risk of failure that might atvend a longer issue not backstopped with a short- 
term alternative. 

On May 2 the Treasury announced the terms of a combined refunding and cash 
operation. Holders of the maturing 1% percent certificates were given the right 
to exchange into a 2 percent 15-month note due August 15, 1956, and cash sub- 
scriptions for $2.5 billion of the same issue were invited. Thus, the Treasury 
extended the maturity 3 months beyond that recommended by the committee, 
and placed a higher coupon on the issue to encourage the exchange and cash sub- 
scriptions. However, after the financing was announced the maturing certificates 
stayed below par, thus impairing their rights value. It became evident that 
under the tightening money market conditions, many investors were becoming 
more wary of extending their holdings beyond the 1-year category. 

Cash subscriptions in an amount of $3,989 million were tendered for the new 
2-percent 15-month notes and the Treasury issued $2,532 million against them, 
but holders of only $3,174 million of the $3,886 million of maturing certificates 
accepted the new 2-percent notes. The remaining $712 million had to be paid 
off in cash. Sinee the Federal Reserve banks exchanged their $1,686 million hold- 
ings for the notes, the attrition was 32 percent on the $2,200 million held by other 
investors. 

MEETING OF JUNE 23 AND 24, 1955 


The committee was asked by the Treasury to make recommendations concern- 
ing (1) new cash financing in Julv of about $3 billion, (2) the refunding of the 
August 15, 1955, maturity of $8,477 million certificates, and (3) the payment of 
the tax-savings notes maturing in the subsequent few months. 

The recommendations of the committee reflected a combination of economic 
and money-market considerations, as well as the necessity for adapting the offer- 
ings to the uneven seasonal flow of cash in and out of the Treasury. 

First, the committee suggested the reopening of the Treasury 3’s of 1995 for cash 
subseription in an amount of from $750 million to $1 billion, This issue had 
been originally sold in February, and was being quoted in the market at a 
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premium of about two-thirds of a point. The committee considered it desirable 
for the Treasury to make an additional offering of the same issue to fill the recur- 
ring investment needs of long-term institutional investors, and suggested that 
deferred payment should be permitted in order to encourage subscriptions by 
investors whose funds would become available for investment over a period of 
months. The committee also recommended that commercial bank subscriptions 
be permitted in an amount equal to the greater of 10 percent of time deposits, or 
20 percent of capital, surplus, and undivided profits, and that a 10-percent down- 
payment be required on nonbank subscriptions. 

The report further recommended that the balance of the $3 billion of new cash 
be obtained through a July offering of tax anticipation certificates maturing on 
March 22, 1956, at a 1% percent rate in the prevailing market. This issue would 
represent ‘temporary seasonal borrowing which could be repaid as the tax surplus 
would accumulate in the first quarter of 1956. 

On July 5 Secretary Humphrey announced an offering with terms embodying the 
major recommendations of our report. It included $750 million of 3 percent 
Treasury bonds of 1955 and $2 billion of tax anticipation certificates maturing 
March 22, 1956. Subscriptions to the bonds by specified groups of investors were 
permitted on a deferred payment basis and a 10 percent downpayment was re- 
quired for nonbank investors. Commercial bank subscriptions were restricted to 
the greater of 10 percent of their time deposits, or 25 percent of their capital, 
surplus and undivided profits. 

The dual offering proved very successful. Subscriptions to the 3 percent bonds 
totaled $1,720 million, including $749 million from savings-type investors and 
$970 million from all others. The Treasury made a total allotment of $822 
million, at rates of 65 percent of subscriptions entered by savings-type investors 
and 30 percent of all other subscriptions. 

Total subscriptions on the 1% percent tax anticipation certificates amounted to 
$10,620 million and $2,201 million were issued on a 19-percent allotment basis. 

The committee’s report to Secretary Humphrey also expressed concern about the 
shortage of Treasury bills available for open market operations. To correct this 
situation and to supply funds to retire the early maturities of tax-savings notes, 
the committee recommended that the Treasury promptly proceed to increase its 
offerings of bills by an amount of not less than $100 million week ly, and that the 
enlarged weekly offerings be continued for a full cycle of 13 weeks. It was indi- 
cated, moreover, that this should preclude the necessity for further cash financing 
before October. 

On June 27 the Treasury announced that by increasing the weekly offering by 
$100 million, it would make $1,600 million of bills available each week beginning 
July 7. A eycle of 13 weeks will thus provide $1,300 million of new cash by the 
time it is completed on September 29. This increase in the supply of bills from 
$19,500 million to $20,800 million has helped the Federal Reserve to conduct its 
open market operations, and by alleviating the scarcity of bills has brought the 
bill rate closer in line with other short-term market rates. 

The final recommendation in our report of June 24 was that the 1%-percent 
certificates maturing on August 15, 1955, should be refunded at the time of the 
cash offering. We suggested an exchange option of: (1) a l-year 2-percent certifi- 
cate, or an 11-month certificate if the Treasury wished to avoid a July maturity; 
or (2) the 24%-percent bonds maturing December 15, 1958. 

The terms of the refunding were withheld until July 18, the payment date of 
the cash tax certificate financing which had been announced about 2 weeks earlier. 
The Treasury did not reopen the 2%’s of 1958, but confined the option to the 
shorter end of our recommendation. Holders were given the right to exchange 
into either: a l-year maturity—the 2 percent notes due August 15, 1956; or a 
maturity of almost 11 months—a 2 percent tax anticipation certificate due 
June 22, 1956. 

The refunding was successful, as cash redemptions amounted to ony $150 
million, or 1.8 percent of the $8,477 million maturity. The exchange was made 
for $1,486 million of the 2-percent June 22 tax anticips ition certificates and $6,841 
million of the 2-percent August 15 notes. The Federal Reserve banks held the 
major portion of the maturing issue and they took the August 15 notes; other 
investors took $1,485 million of the tax certificates and only $1,090 million of the 
notes, again indicating preference for shorter paper in a rather tight money market. 


FINANCING DURING BALANCE OF 1955 
As indicated previously, the program of cash financing which was recommended 


in June by the commiitee and which the Treasury followed, was intended to 
satisfy the new money requirements until October. The committee is holding a 
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special meeting here at the convention. Mr. Burgess and Mr. Blyth will outline 
the current Treasury financing picture for us, and undoubtedly will ask for rec- 
ommendations with respect to a new cash offering in October. 

At the time of our June meeting in Washington, it was indicated that the 
Treasury would probably have to undertake $10 billion of new cash financing 
in the last half of 1955. The July financing and the increased cycle of bill offerings 
will have provided about $4,300 million by the end of September. Thus, the 
requirements for the balance of the year would amount to between $6 billion and 
$7 billion on the basis of the estimates given to us in June, although the improve- 
met in the fiscal position since then indicates that the amount might be 1% to 
2 billion dollars less. 

Tt, should be noted, however, that borrowings in the second half of the calendar 
year are largely seasonal. Cash needs during this period exceed the cash inflow, 
in contrast with the first half when a concentration of tax payments produces a 
eash surplus. Tax anticipation certificates have provided a convenient instru- 
ment for seasonal borrowing in the last half to be repaid in the first half of the 
following year. 

Apart from the seasonal cash financing, the only remaining item on the calendar 
for this year is the December 15 maturity of $5,359 million of 14 percent certifi- 
rates and $6,854 million of 134 percent notes. 


CONCLUSION 


I should like to conclude this report with some brief observations regarding 
current problems of debt management. 

The consolidation of offerings and placement of certificate maturities on a 
quarterly basis has materially eased the problem of coordinating Treasury debt 
management with Federal Reserve monetary policy. In 1955 the Treasury will 
have conducted only 4 refunding operations involving 7 issues. This compares 
with 4 operations involving 14 issues in 1954, 6 operations in 1953, and 7 in 1952. 

Secondly, the lengthening of the debt in 1953 and 1954, largely through exchange 
offerings in the intermediate-term area, tended to reduce the liquidity of invest- 
ment portfolios and thus has made interest rates more sensitive to changes in 
supply and demand factors in the short-term money market. The objective of 
lengthening the debt has consequently had a salutary effect, although the tight- 
ening in the money market in 1955 has not made it feasible to continue the 
the exchange technique on the scale made possible by the easing of money rates 
in late 1953 and 1954. 

Thirdly, the investment market now appears to be adjusted to the desirability 
of carefully planned issues of very long-term bonds to meet genuine investment 
demand, even in a rather tight money market. 

We have just been through another significant and interesting period of debt 
management. While successive financing operations bring new problems that 
sometimes suggest new approaches, it is fair to state that the progress toward 
simplification of the debt in the past couple of years has made the task of debt 
management less complicated and less disruptive to the money market. 

Your committee has been privileged to observe these developments at first 
hand, and will continue its efforts, as requested by the Secretary of the Treasury 
and his associates, to bring to the Treasury the views of banking regarding 
current problems of debt management. 

Rosert V. FLEMING, 
Chairman, Committee on Government Borrowing, 
American Bankers Association. 





REPORT TO THE ADMINISTRATIVE COMMITTEE AND Executive Councin, WHITE 
SuLpHuR Sprines, W. Va., Aprin 15-19, 1955 


This report on behalf of the Committee on Government Borrowing covers an 
especially interesting and significant period in debt management. Since the 1954 
annual convention the committee was asked by the Secretary of the Treasury to 
meet in Washington on two occasions to discuss current financing and related 
problems. This report presents an account of the committee’s recommendations 
at these meetings and subsequent Treasury financing decisions 
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MEETING OF NOVEMBER 17 AND 18, 1954 


The committee was first asked to consider the refunding on December 15 of a 
note and 2 bond issues totaling $17,347 million. In line with the goal of 
lengthening the maturity of the debt, the committee suggested that holders of 
the maturing obligations be given the option of exchange into either short- or 
intermediate-term issues. The short issue on such financing usually has a matu- 
rity of about a year, but the December 15 financing was complicated by the fact 
that the Federal Reserve owned about $7,300 million of the maturing obligations. 
{efunding into a l-year issue would have produced an undesirable concentration 
of the open market portfolio in December 1955, since the Federal Reserve already 
held about $3 billion of maturities in that month. The committee therefore 
recommended that the Treasury reopen the 1%-percent August 15, 1955, certifi- 
sates to enable the Federal Reserve to diversify its maturities. It suggested that 
on the shorter end of the exchange option, holders be given a choice of either a 
l-year 1%-percent certificate, or this 1%-percent August 15 certificate; and on the 
longer end, a 244-percent bond maturing in approximately § years. 

The Treasury chose this pattern for the refunding. Terms of the short end 
were identical with our recommendations, but the maturity of 244 percent bonds 
was extended out to 8 years and 8 months. 

The refunding was successful. Only $845 million had to be paid off in cash. 
Of the remaining $17,002 million, $6,724 million was exchanged for 2% percent 
bonds due August 15, 1963, $5,358 million for 1% percent certificates due De- 
cember 15, 1955, and $4,920 million for 1% percent certificates due August 15, 
1955. 

The Treasury also continued to refrain from entering the long-term market in 
late 1954. Having sold $1,169 million of CCC eertificates shortly beforehand, 
the Treasury was not in need of new cash at the time of the November meeting. 
For this reason and also because the Committee did not consider the issues 
maturing in December as adaptable to an exchange into long-term bonds, the 
Committee expressed the view that a long-term bond should not then be offered, 
It did reeommend, however, that the Treasury should make such an offering at 
the first appropriate occasion and that consideration might be given to it in the 
March refunding of the 2% percent tax-exempt bonds. The Committee repeated 
its previously expressed view that a long-term issue would require a 3-percent 
coupon in order to create a broad demand from investing institutions, pension 
and trust funds, and other investors. 

The Committee was also asked to express its views regarding conditions under 
which FNMA debentures might be issued against the $3 billion liquidation port- 
folio of mortgages held or committed for as of October 31, 1954. The sale of 
debentures was intended to permit the liquidation of advances by the Treasury 
to FNMA, and thus obviate direct Treasury borrowing to carry the mortgages. 
The Committee indicated that if priced to yield at least one-half percent more 
than direct Treasury obligations of comparable maturity, a substantial amount 
of debentures could be marketed under the following conditions: 

1. Written assurance should be given by the Treasury that at all times it 
will be prepared to extend credit to FNMA up to the face amount of all 
mortgages held in the liquidation portfolio, as authorized by the law, as long 
as any debentures are outstanding. 

2. The amount of debentures outstanding at any time should be restricted 
to a definite percentage of the mortgages owned, which we believe should be 
approximately 75 percent. 

3. The maturity of the initial issue of debentures should not exceed 5 years, 

4. The Federal Reserve banks should act as fiscal agents and to assure a 
better and broader market, payments should be permitted to be made through 
tax and loan accounts. 

On January 11 the Treasury announced a cash offering of $500 million of 2% 
percent 3-year FNMA notes maturing January 20, 1958. An amount of $570 
million was allotted on a basis of only 14 percent of the subscriptions entered. The 
2% percent rate was about % percent above the market vield on direct 3-year 
Treasury obligations. 

The final recommendation in the November report suggested the removal of 
the restrictions under which two bond issues maturing in 1972 were still ineligible 
for commercial bank investment until 1962. On December 27, 1954, the Treasury 
announced the removal of these restrictions, effective on January 1, 1955, thus 
broadening the market for $5,710 million of these securities and helping to sim- 
plify the market structure by eliminating the category of restricted issues. 
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MEETING OF JANUARY 26 AND 27, 1955 


This meeting was devoted exclusively to the problem of refunding of $7,007 
million of 1% percent certificates due February 15, $5,365 million 144 percent notes 
due March 15, and $2,611 million of 2% percent partially tax-exempt bonds called 
for payment on March 15. The total of about $15 billion was not as large as the 
refundings in February and November 1954, but it involved more complicated 
questions of debt management policy and market factors. Nevertheless, the 
committee felt that all of the financing should be done at one time. 

The handling of the maturing notes and certificates was a relatively simple 
problem. The committee recommended that the Treasury should offer holders 
the choice of either a 1] % percent note maturing in 13 months, or a 2% percent note 
maturing December 15, 1957. 

At the same time, the Committee expressed the unanimous view that the time 
was now appropri: ite for the Tre: asury to offer a 40-year 3 percent bond maturing 
in 1995. The report to Secretary Humphrey stated that a 3-percent issue at this 
time would not unduly disturb the capital market. Its duration would be far 
beyond the maturity range of corporate and municipal financing, and it also 
would cause less disturbance to outstanding Treasury issues than a 2%-percent 
bond in the 20- to 25-year range. In the Committee’s judgment, it was question- 
able whether there would be sufficient demand for a 2%-percent issue to assure a 
successful offering. 

The Committee was unanimous in recommending the 3-percent bond, but was 
divided as to whether it should be issued in exchange for the called 2%-percent 
bonds or sold for cash. Each method had significant advantages and limitations. 
A cash offering would have raised the problem of allocating subscriptions to place 
the bonds in the hands of permanent investors and to minimize opportunities 
for speculation. At the same time, since most of the called bonds were held by 
commercial banks that would not keep a very long maturity, it was recognized 
that an exchange offering would require a substantial shift of the rights into the 
hands of long-term investors really desirous of purchasing and holding a 3-percent 
issue, In effect, it would become an underwriting operation. 

The majority of the Committee favored the issuance of the long-term bond 
through an exchange for the called 2%-percent bonds. It Te ‘commended that 
holders be given the option of exchange into either (1) a 1% percent 13-month 
issue, or (2) the 3 percent 40-year bond. The alternative afforded protection 
to the Treasury against attrition, or cash redemption, while at the same time also 
guarded against failure of a long-term offering, since the amount of the latter 
was being determined by the investors making the exchange. 

The minority of the Committee, on the other hand, preferred a cash offering of 
$1.5 billion of 3-percent bonds and recommended that all three issues involved in 
the February 15 financing should be offered the same option of (1) the 1% percent 
short issue maturing in 13 months, or (2) the 2% percent issue maturing on Decem- 
ber 15, 1957. 

The financing terms offered by te Treasury on February 1 were essentially the 
same as those suggested by the v ajority of the Committee. Holders of the 
maturing certificates and notes were ,iven the option of exchange into a 1%-per- 
cent note maturing March 15, 1956, or a 2-percent note maturing August 15, 
1957. It may be noted the Treasury shortened the maturity of the longer end of 
the exchange by 4 months and reduced the coupon by % percent, compared with 
the Committee’s recommendations. However, the exchange privilege oe 
holders of the 2%-percent bonds to obtain either the 1%-percent notes or 40-yea 
3-percent bonds was identical with the Committee’s recommendations. 

The new financing involved technical market problems, and in order to facili- 
tate the shifting of rights to ultimate purchasers of the new issues, a when-issued 
market was established immediately by dealers. The tremendous amount of 
shifting did not disturb the market. The new issues were quoted at premiums of 
a few 32’s, and a successful exchange was effected. 

Another important aspect of the financing was that the Treasury departed 
from its previous practice of selling long-term bonds only on a cash subscription. 
Investors seeking the new issue had to buy the subscription rights of the maturing 
bonds in the market. They had to pay a slight premium, which thus produced a 
situation under which new bonds were being bought off par by original investors. 

Out of a total of $2,611 million of called 2%-percent bonds, $1,923 million, or 
73.6 percent, was exchanged for the 3 percent 40-year bonds and $323 million for 
the 15s-percent notes. The remaining $365 million took cash. 
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On the exchange of the maturing certificates and notes totaling $12,372 million, 
$3,793 million took the 2-percent notes and $8,139 million the 1%-percent notes, 
while $440 million was paid off in cash. 

Thus, on the total financing of $14,983 million, the Treasury was able to place 
$5,716 million, or 38.1 percent, beyond the l-year range, and experienced an 
attrition of $805 million, or 5.3 percent. 


NEW FINANCING IN MARCH AND MAY 


At the January 26-27 meeting, informal discussions with Under Secretary W. R° 
Burgess and Robert Blyth, Assistant to the Secretary of the Treasury on Debt 
Management, indicated the need for about $3 billion of new, temporary borrowing 
in March. The Committee’s report did not present any recommendations as to 
how this problem might be handled, but was confined to the more complicated 
questions involved in the February financing. 

In view of the size and nature of the offering, the Treasury did not consider it 
necessary to call another meeting of the Committee on Government Borrowing or 
other similar committees. Before the financing was announced, however, Mr. 
Blyth visited your chairman to discuss the prospective financing, and we agreed 
upon what terms were appropriate under existing market conditions. A memo- 
randum regarding this discussion was sent to the Committee members. On March 
18, the Treasury announced the sale of $3 billion of 1%-percent Tax Anticipation 
Certificates of Indebtedness, dated April 1, 1955, maturing June 22, 1955, and 
receivable in payment for taxes on June 15, 1955. The issuance of certificates 
had the advantage of flexibility of payment through Tax and Loan Accounts, which 
could not have been accomplished through sale of bills. Subscriptions totaled 
$7,938 million, resulting in a 40-percent allotment. 

The temporary borrowing was necessary because personal income taxes did not 
become payable until April 15, and it was necessary to use corporate taxpayments 
for the maturity of $3,734 million of 1 percent tax anticipation certificates on 
March 22. The due date on the new issue also had to be kept within the current 
fiscal year, so that the debt does not exceed the statutory limit, which reverts 
from $281 billion to $275 billion on June 30. 

The committee also has been informed that, in addition, the Treasury may 
need $2,500 million more in May, in view of the maturity of tax savings notes 
and $3,886 million of 1%-percent certificates. The offering could be made since 
June tax receipts would be applied to retirement of the 1%-percent tax certificates. 
The Treasury estimates that this might leave the total debt about $500 million 
below the statutory limit of $275 billion on June 30. The committee is holding a 
special meeting on Sunday, April 17, here at The Greenbrier to discuss the May 
financing with Under Secretary Burgess. This will make unnecessary a meeting 
in Washington directly after the executive council sessions. 

In closing, the committee stands ready to continue its liaison function between 
the Treasury and the membership. The appreciation expressed by the Secretary 
of the Treasury and his associates to the committee for its work on behalf of the 
association affords much satisfaction to your chairman and the members of the 
committee. At the trust conference last February, shortly after the important 
new financing had been successfully accomplished, under Secretary Burgess paid 
a glowing tribute to the committee, and emphasized the importance of its work, 
and that of comparable committees from other groups, in the formulation of debt 
management decisions. Such public recognition is rewarding to the committee 
members who find it necessary to interrupt busy schedules in their institutions to 
participate on call by the Secretary of the Treasury in the deliberations in 
Washington. 

RoBert V. FLEMING, Chairman. 


REPORT TO THE ADMINISTRATIVE COMMITTEE AND EXECUTIVE COUNCIL, 
Aruantic City, N. J., Ocrosper 17-20, 1954 


It is again a privilege to present this report as chairman of the committee on 
Government borrowing. The 6 months that have elapsed since the executive 
council meeting in April have been another busy period for the committee. 
Since then three meetings have been held in Washington with the Secretary of 
the Treasury and his associates. These sessions have enabled the committee 
not only to make known to the Secretary its views regarding current debt manage- 
ment, but also to discuss business conditions and prospects and other matters 
of interest. 
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The major portion of the committee’s work continues, of course, to be concerned 
with current financing decisions. However, it is gratifying that Secretary 
Humphrey, Under Secretary Burgess, and their associates have sought out the 
opinions of the committee on other questions through extended conferences during 
our 2-day sessions in Washington. Reflecting the representative character of 
American Bankers Association groups, the membership of the committee provides 
a balanced cross section of banking activities and geographic areas. Viewpoints 
of specialized segments of the banking fraternity are expressed by members from 
trust, savings, and commercial banks. In addition, the committee included men 
who have had direct Treasury experience in debt management, and men with 
technical bond market experience. The committee also has members from key 
economic areas of the country. This arrangement is particularly helpful in evalu- 
ating general credit and investment conditions and gaging the pulse of industry, 
commerce, and agriculture. These have significant bearing on debt management 
decisions, and are equally as important as the technical aspects of the Treasury 
market. 

MEETING OF APRIL 22—23 


The first of the three meetings to which I referred was held on April 22 and 23, 
directly after the spring meeting of the executive council. The Treasury was then 
faced with two immediate financing problems, namely: (1) raising $2 billion of 
new cash, and (2) refunding four issues totaling $7,286 million which either were 
to mature or were called for payment on June | and June 15. 

The committee recommended, in line with the objective of reducing the dis- 
ruptive effects of frequent Treasury operations in the market, that all of this 
financing should be combined in one operation in May. 

It suggested that the new money be obtained through an offer for cash of $2 
billion of 2% percent bonds to mature on a quarterly tax date in the last half of 
1960. The committee further suggested that, at the same time, holders of the 
$4,858 million of 25 percent certificates maturing on June 1 be given the option 
of exchange into either this new 1960 maturity or a short-term obligation maturing 
not in excess of 18 months. 

With respect to the refunding of the remaining three issues totaling $2,428 
million due on June 15, the committee advised that they be offered an exchange 
only into the aforementioned short-term obligation maturing within 18 months. 
These three issues had already been given the opportunity in February to convert 
into a longer term bond. At that time holders of $5,580 million out of a total 
of $8,700 million exercised the option. The committee felt that holders of the 
$2,428 million who did accept the conversion in February should not be given a 
second opportunity to exchange for a longer issue because it might interfere with 
the success of future efforts to anticipate maturities. 

The Treasury accomplished the financing in one operation early in May along 
the basic lines recommended by the committee. The new cash offering was a 
1%-percent issue, due on February 15, 1959. The maturity of 4 years 9 months 
was somewhat shorter than the committee’s suggestion of 6 years 4 or 7 months. 
Together with substantial improvement in the market in the intervening period, 
the shorter dating enabled the Treasury to place a lower coupon on the issue. 
Cash subscriptions totaled almost $10 billion, or 5 times the amount offered. 
Despite the shortening of the maturity, it was still within the investment ares 
which we recommended and another step was thus taken toward the objective 
of financing the debt outside the very near range. 

This objective was further aided by a Treasury offer of the 4 years 9 months- 
issue to holders of the maturing June 1 certificates, as suggested by the com- 
mittee. Of the $4,858 million total, $2,897 million exercised an option to take 
this longer-term issue, while only $1,786 million chose a l-year 1% percent cer- 
tificate and $175 million, or 3.6 percent, took cash. 

The balance of the operation saw the Treasury offer the l-year 1% percent 
certificates to holders of the $2,428 million bonds due on June 15. Exchanges 
totaled $2,100 million, while $327 million were turned in for cash, it should be 
noted that most of the bonds, originally totaling $8,007 million, had been ex- 
changed in February and thus the final attrition was only 4.1 percent. 


MEETING OF JULY 8-9 


Shortly after the close of the fiscal year, Secretary Humphrey asked the com- 
mittee to meet in Washington on July 8 and 9 to consider new cash needs and 
refundings. The report of the committee at that time reflects the significance 
of the uneven flow of Treasury cash produced by the increased concentration of 
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corporate tax payments in the March and June quarters of the year. The burden 
of new cash financing has tended to fall in the last 6 months, and we were informed 
that the Treasury would already require about $4 billion of new cash in July. 

The majority of the committee recommended that this new money be obtained 
by offering $2 billion (more or less) each of (1) a l-percent note, maturing Septem- 
ber 15, 1955, and (2) a 1%-percent note, maturing September 15, 1957. While 
some members felt that the $4 billion should be raised through tax certificates or 
tax anticipation bills’ maturing March 18, 1955, the majority felt that this type 
of financing should be reserved for later fianecing. There were indications that the 
budget for the fiscal vear ending June 30, 1955, would be unbalanced. Since 
deficit financing would be required, it was thought that at least part of the new 
‘ash should be borrowed on a more permanent basis. The Treasury, however, 
favored the view of the minority of the committee and sold for cash about $3,700 
million of 1 percent tax-anticipation certificates maturing on March 22, 1955. 

The summer refunding involved $7,512 million certificates maturing on August 
15 and September 15. The committee recommended that these maturities be 
refunded together, and that holders be given an option to exchange for (1) a 
short obligation—a l-percent issue maturing September 15, 1955; and (2) a 
longer issue—either a 1%-percent note due September 15, 1957, or a 2%-percent 
bond due September 15, 1960. The committee fully understood that prevailing 
market sentiment favored a 3-year maturity rather than the 1960 maturity, 
primarily because the intermediate range had been tapped for substantial 
amounts in February and May and there were reports of congestion in that 
market area. Nevertheless, the committee, in its formal report and in discus- 
sions with the Secretary, expressed confidence that a considerable amount of a 
1960 maturity would be accepted in an exchange offer, thus helping to relieve 
the concentration in very short maturities. 

In conjunction with the cash offering on July 16, the Treasury announced that 
it would later refund the certificates on an optional basis. The terms of the 
exchange were announced on July 30. Holders were offered a choice of 1%- 
percent l-year certificates or 2%-percent bonds maturing November 15, 1960. 
The latter issue had a maturity of 6 years 3 months, only 2 months longer than 
recommended by the committee. The operation proved eminently successful. 
Of the $7,512 million maturity, about half, or $3,808 million, was exchanged for 
the longer bonds; $3,558 million was exchanged for certificates; and only $146 
million, or 1.9 percent, had to be paid off in cash. 

The committee also recommended that on August 15 the Treasury should call 
for redemption on December 15 an issue of $510 million of 2-percent bonds of 
1951-55, so that they could be refunded along with $17 billion of maturities on 
December 15. The Treasury made this call on August 15 


MEETING OF SEPTEMBER 16-17 


As this report is being submitted midway in the fourth quarter of the year, 
the financing plans of the Treasury for the balance of 1954 are still incomplete. 
The committee met with the Treasury on September 16 and 17 to discuss the first 
part of the fourth-quarter financing. We were advised that new cash needs for the 
balance of the year would be approximately $5 billion. 

Since about $17 billion of maturities would have to be refunded on December 15, 
the committee felt that the new cash financing in October should be effected as 
smoothly as possible. It recommended that only $3.5 billion of new cash be raised 
in early October and the balance in December. This would prevent the Treasury’s 
cash balance from exceeding its approximate current needs, and also provide some 
leeway for another look at the market in December. 

In order to obtain this $3.5 billion of new cash, the committee recommended 
an offering, in such proportions as the Treasury might determine, of 1% per cent 
tax certificates maturing June 22, 1955, and 1-year certificates of indebtedness. 
The reason for suggesting a dual offering was that by June 30, 1955, the Treasury 
would be faced with the problem of staying within the $275 billion debt limit, 
since the temporary increase of $6 billion expires on that date. It will be neces- 
sary to have an instrument to redeem with tax receipts accumulating on June 15, 
The tax certificates would fit this need. At the same time, since it was expected 
that a cash deficit would be incurred during the fiscal year, the committee felt 
that at least part of the financing ought to be done in a more permanent form that 
could be rolled over or otherwise refinanced. 

The Treasury announced the terms of the new financing on September 20. It 
decided to avoid the use of the tax certificates and offered $4 billion of 1% percent 
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notes maturing May 15, 1957, receiving total subscriptions, in round figures, of 
$8,190 million, making allotment of cash subscriptions in amounts up to and 
including $50,000 in full. Cash subscriptions for amounts over $50,000 were 
allotted 50 percent on a straight percentage basis, but not less than $50,000 on 
any one subscription. The actual allotment was $4,155 million. 


LONG-TERM FINANCING 


This report has outlined the committee’s specific recommendations on new 
cash and refunding operations I would like once more to call to your attention, 
however, that the committee has consistently held that it is a desirable objective 
to place debt in the hands of long-term investors on a permanent basis, but that 
it has also recognized that steps in that direction must be undertaken carefully 
so as not to disrupt the capital market and cause possible economic dislocations. 

This principle was reasserted in our last three meetings with the Treasury. In 
April it was our understanding that, in view of the business situation, the Treasury 
would have been reluctant to issue a long-term bond for new money in competition 
with the mortgage, corporate, and municipal markets. Therefore the Committee 
made no recommendation for the sale of a long-term bond at that time, although 
it did stress in its report to the Secretary the desirability of long-term financing as 
soon as that might be expedient. This observation was repeated in the subsequent 
report to the Secretary on July 9. 

As indicated earlier, plans for the balance of the new cash financing for the 
fourth quarter are not yet formulated. While demand for capital has remained 
high, investment funds have been building up with the flow of savings through 
institutional investors, pension funds, and individuals. Bond yields are now sub- 
stantially lower than when the Treasury issued the 3%s in May 1953. The view 
has been expressed in some quarters that an offering of long-term bonds to nonbank 
investors would fill a market need without seriously, if at all, impeding the flow of 
-apital through other channels, and without affecting the modest business recovery 
which appears to have been under way for the past several months. If the 
Treasury becomes convinced that this view is correct, there may be a resumption 
of long-term bond financing. 

Apart from these considerations, however, one can point to real progress in 
lengthening the maturity schedule of the debt thus far in 1954. In the 3 refunding 
operations of February, May, and August, almost $18 billion out of a total of $32 
billion of maturities was placed in the range of 1959 to 1961; and in the 3 cash 
offerings of May, July, and October, over $6,200 million out of about $10 billion 
was extended out to 1957 to 1959. While most of this intermediate debt has 
remained in the banks, their changed portfolio policy has enabled the Treasury 
to make progress toward relieving the congestion in short maturities rather than 
merely rolling them over. 


COMMODITY CREDIT CORPORATION FINANCING 


Another area that has occupied the attention of the committee has been the 
financing program of the Commodity Credit Corporation. When the Treasury 
was first being squeezed by the debt limit in the summer of 1953, members of the 
committee were instrumental in helping to work out plans for sale to the banks 
of CCC certificates of participation, which have enabled the Treasury to finance 
price-support crop inventories outside the debt limit. This cooperation has 
continued, and in its reports and discussions with the Treasury, the committee 
has drawn attention to those considerations bearing wpon the success of the pro- 
gram as an aid toward solving the problem of the debt limit and otherwise encour- 
aging bank participation in commodity financing. 

The Commodity Credit Corporation operation is an important element in the 
current financing picture. As you know, $1% billion of certificates of partici- 
pation were retired August 2, and we have been informed that the Treasury 
expects to sell about $1 billion of new certificates before the end of the year. 
The exact timing of this operation is still a matter of conjecture, since it is partly 
dependent upon the assembling of new commodity paper to be placed in the 
financing pool. 

FNMA DEBENTURES 


At the meeting of September 16-17, the committee also discussed with Secre- 
tary Humphrey and Under Secretary Burgess the new debenture financing con- 
templated by the Federal National Mortgage Association. The housing legis- 
lation passed during the last session of the Congress gives FNMA the authority 
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to sell nonguaranteed debentures secured by its holdings of home mortgages. 
Plans are underway for issuance of the first of these debentures after the start of 
the year. This will afford the Treasury an opportunity to finance secondary 
home mortgage operations outside the debt limit in somewhat the same way as 
is now being done in commodity credit. Members of the committee stressed in 
our discussions with the Treasury the importance of planning the program on 
sound and conservative terms so as to give the debentures widest possible accept- 
ance in the market. 

In conglusion, I might observe that the months ahead are certain to pose other 
interesting problems in debt management regarding which the committee will 
undoubtedly be asked to give counsel to the Tre sasury. The budget picture, as 
revealed in the message of a few weeks ago, is not as favorable as had been expected 
earlier. The net cash flow for fiscal year 1954 was approximately in balance, but 
current estimates indicate that net borrowings for the current fiscal year will 
approach $2 billion. The ways and means of raising new cash in the market, 
together with the refunding of the maturing debt so as to assure its soundest 
maturity distribution and placement with investors, will continue to be difficult 
questions of debt management. 

As this report is rendered, I desire to advise that Secretary Humphrey and 
Under Secretary Burgess have called a meeting of the committee on Government 
borrowing to be held in Washington on November 17 and 18, 1954. 

Rospert V. FLEMING, 

Chairman, Committee on Government Borrowing, American Bankers Association. 

Mr. Monraomery. The personnel of your committee comes from 
various banking institutions in the country. Do you know whether 
any reports are made by these individuals to their particular bank or 
institution? 

Mr. Fiemina. | am quite sure that no member of the committee 
makes any report until after the Treasury has made its announcement, 
because there are other committees that the Treasury confers with. 

The Secretary himself makes the final decision, and I am sure they do 
not make any statement until they read in the newspapers themselves 
what the Treasury is offering. 

I have no doubt that, once the announcement is made, they may 
have said ‘“‘We recommend so and so, the Treasury took so-and-so, 
or the Treasury took what we recommended”’, or something of that 
sort, but that is not until after the announcement has been made. 

Mr. Monraomery. And that announcement comes as a complete 
surprise whenever the announcement is made by the Treasury? 

Mr. Fiemina. I will put it this way: we have no way of knowing 
beforehand what the Secretary finally determines. I picked a couple 
cases at random showing that. 

Mr. Monreomery. During the course of these meetings for the 
purpose of advising the Secretary of the Treasury, you acquire either 
directly or indirectly information concerning what the problem is, 
and even though you may not be specifically advised would you not 
be able to deduce pretty well what the Secretary of the Treasury 
had in mind in the way of securities issues? 

Mr. Fiemina. I have been head of the Riggs Bank for over 30 
vears, and I have dealt with securities all that period of time, I don’t 
know whether I am a mind reader or not but I think after one has 
been in this business as long as I have been, one might judge by 
some remark or some indication, but I wouldn’t know, but I would 
have a general idea in the general area. 

Mr. Montcomery. Wouldn’t that information that you might 
deduce or otherwise receive be rather dangerous information so ‘far 


as the market is concerned? 
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Mr. Fuieminc. I have never heard of a case where any member of 
this Committee has ever used any of this knowledge, or whatever he 
has gained. First of all, he doesn’t know what the Secretary will 
recommend. He has plenty of other statistics and services, and also 
I think most bankers keep what I would call an investment position 
rather than a speculative position in their portfolio. 

Mr. Montcomery. Are there security measures developed within 
your Committee to prevent the premature release—— 

Mr. Fiemina. I didn’t hear you. 

Mr. Montcomery. Do you have security measures developed 
within your Committee to preclude premature release of information 
received? 

Mr. Fueminc. Every member of the Committee has been advised 
time and time again that they are not to discuss any of the reports 
of the Committee until after Treasury release. 

I might say there have been times where there have been com- 
mentators, who have asked questions. They have been sincere for 
their own business purposes, but they have never gotten an answer. 
I am sure of that. 

Mr. Fasceuy. Will you tell us why members are so instructed? 

Mr. Fiemrina. If you are going to be of value—first, there is such 
a thing as integrity. The men on this Committee are of the highest 
integrity. If we started gossiping about what we recommended, 
when the Secretary is consulting other committees, it would be highly 
unfair to him to have things break in the newspapers, that the Ameri- 
can Bankers Association has recommended so and so, and then start a 
quarrel if it was not successful, why the Secretary didn’t take the 
bankers’ viewpoint, or if he did take it and it was not successful he 
might be challenged there. 

After all, we are an advisory committee. We do not make the 
decision. We simply give the best information to the Secretary we 
have from the best thinking of our Committee. 

Mr. Fascruy. Is this feeling on the part of the Committee one the 
Committee has adopted or are these instructions from the Secretary? 

Mr. Fuemina. I have been the third chairman and have been that 
since 1945, so it would be pretty hard for me to pinpoint it. I know 
that when new members come on the Committee I always caution 
them on that point. 

1 recall once, I think, during Secretary Snyder’s administration, 
that he was a little upset when he felt there had been a leak from the 
Committee. We tried to trace it down in every way and could not. 

Afterward he said he was satisfied it did not come from the Com- 
mittee, That is the only time I have ever known that to occur. 

Mr. Fasceun. Is it conceivable that the release of this information 
might have some effect on the Secretary’s position and the market? 

Mr. Fiemine. I would think information from any of these com- 
mittees, immediately put in the newspapers before he makes his de- 
cision, might create a very awkward situation for him to handle. He 
has a bad enough situation, anyway. 

Mr. Fascexu. In fact, he might have to change his position? 

Mr. Fiemina. That would depend on what the issue was. 

Mr. Fascetu. Depending on whether or not he could sell it. Is 
that right? 

Mr. Fieminc. That is true. It would be a difficult situation. 
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Mr. Fasceuu. It also depends on whether or not anybody would 
buy it. 

Mr. Fuemina. Of course, the Treasury always wants to be careful 
to be sure that on a maturing issue we do not have what we call 
attrition, too great an amount of attrition. There is always some— 
somebody has a maturing obligation bought for a specific reason and 
wants the cash. 

But you may have an issue not priced right for the market or the 
maturity may not be right. It has to be tailored to the ownership. 
If that is not done expertly the Treasury can have a pretty heavy at- 
trition. That is always something they are thinking about, and any 
premature discussions by members of the Committee prior to the 
Secretary’s decision and announcement to the press would, in my 
opinion, be unwise and not fair to the Secretary. 

Mr. Montcomery. Mr. Fleming, would advance information of 
Treasury’s proposed actions be advantageous to the institutions the 
individual members of your Committee represent? 

Mr. Fiemina. I don’t think so. I don’t think it would have any- 
thing to do with that particularly. 

Suppose that you have an optional issue we recommended, and 
just as I illustrated in this memorandum here the Secretary dis- 

carded the longer issue after he had originally wanted it. You hardly 
wea go out and buy some of those maturing obligations until you 
knew what he was going to do. 

Mr. Montacom_ery. In other words, there would be very little 
opportunity in this situation for a conflict of interest situation to 
develop? 

Mr. Fiemina. I have never seen it and that is over a period of 
14 years. 

Mr. Monrcomery. How many members of your Committee are 
actually in the business of buying and selling securities themselves? 

Mr. Fuemine. You mean their position in the institution? 

Mr. Monreaomery. Yes. 

Mr. Fiemina. I would say the only one I would recall would be 
Mr. Knight, who was head of the bond department while he was on 
the Committee, and he is retired now, of the Continental Illinois 
National Bank & Trust, and possibly Mr. Kennedy who now has 
succeeded him. Mr. Kennedy was one of the advises to the Treasury 
loaned by Continental, and now he is back as head of the bond 
department. 

The rest of us are top executives of our institutions and we have 
subordinate officers— 

Mr. Monraomery. The institutions are engaged in this business. 

Mr. Fieminea. Some of these larger banks maintain a bond depart- 
ment where under the law they are allowed to deal in Government 
securities and municipals. Some of these banks have that. My own 
does not have. 

Mr. Monraomery. Do you have information as to how many? 

Mr. Fiemine. You mean on the present Committee? 

Mr. Monraomery. Yes. 

Mr. Fieminc. You are asking which of these bankers on the 
Committee according to my knowledge have bond departments? 

Mr. Monrcomery. Yes. 

Mr. Femina. I have not examined that. It would have to be from 
general knowledge. 
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The Chemical Corn Exchange Bank & Trust, which Mr. Jackson 
of the Committee represents. He has been ill and has not attended 
meetings for the last year. 

The Continental Illinois National Bank & Trust of Chicago has a 
bond department. 

I would think, and don’t know this definitely, that maybe the 
Security First National Bank of Los Angeles has one. 

The First National Bank of Chicago has one. I would think J. P. 
Morgan & Co. has one. 

Chase Manhattan, of which Mr. McCloy is the head. 

Mr. Monreomery. Those are the only institutions represented on 
your committee—— 

Mr. Ftemina. Which have bond departments where they are buying 
and selling securities to customers in the market. My institution 
does not maintain a bond department. We buy only for our own 
account, for our own portfolio. The other banks maintaining bond 
departments as [ have described, as I believe they do—— 

Mr. Montaomery. The other institutions represented on the 
committee who do not maintain bond departments are interested in 
this subject to the extent that your institution is, that is buying for 
their own account? 

Mr. Fiemina. I would say so; yes. Of course, we take orders for 
anybody who wants to buy Government bonds and try to stimulate 
savings bonds sales, but the buying of Government bonds at a bank 
of my type where there is no bond department is done entirely as a 
courtesy to the customer. 

Mr. Pincus. What proportion, roughly, of the transactions in 
Government securities go through those institutions in your field 
which have the specialized departments? 

Mr. Fiemina. I have no judgment on that. There are many 
dealers, like First Boston Corp.; C. F. Childs; and others organized 
for that purpose. It would be just a guess. I wouldn’t know. | 
might say I think those bond departments are largely maintained, and 
this is my own opinion, more for dealing in municipals—State, county, 
and local issues—than they are in Federal Government. 

Mr. Pincus. So that those who maintain these departments do not 
necessarily represent any larger proportion of the market than the 
other members of your Committee; would that be so? 

Mr. Fiemina. Yes. They represent a larger group because we 
just buy for our own account. 

Mr. Pincus. You have no figures as to how much larger a market 
they represent? 

Mr. Ftemina. No,sir. It would be a pure guess for me to give that. 
I can say there is a pretty active participation, by companies such as 
First Boston Corp., C. F. Childs, Lanston, who are specialists in deal- 
ing with Government securities. I would say that this is not the 
primary business of our members. It is a department of the bank as 
contrasted to these securities dealers where that is their primary and 
only business. 

Mr. Pincus. Does your organization have any figures on how much 
of a market is provided by the various institutions in your association? 

Mr. Fiemina. I don’t know of any, sir. I see no reason why they 
should have kept any statistics on that. I don’t know of any. | 
think we all have pretty good records on the sale and redemptions of 
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savings bonds, or what used to be called war bonds, but there is no 
reason to keep any record of the other at all. That would not answer 
your question at all, as I understand it. 

Mr. Monrcomery. Earlier in your testimony it was my under- 
standing that your Committee, after having received a br iefing of the 
pr oblem existing in the Treasury Department, then went into execu- 
tive session to arrive at a recommendation. Is that correct? 

Mr. Fieminea. Yes, sir. 

Mr. Monteomery. During that executive session are any members 
of the Treasury Department “represented? 

Mr. Fiemina. No, sir. 

Mr. Monreomery. After the deliberations of your Committee in 
executive session, then am I correct in understanding that vou then 
have a meeting with the Reserve Board? 

Mr. Fiemina. No, not the Federal Reserve Board. Please bear 
in mind that the Federal Reserve System Board of Governors and the 
Open Market Committee are charged with the responsibility for the 
amount of credit available, and also the job of maintaining an orderly 
market. They are the ones dealing with their portfolio in securities. 

The Federal Reserve has about 24,400 million securities in its 
portfolio at the present moment, the biggest portfolio in the world. 

We would like to get the thinking of the Federal Reserve as to the 
situation in the market, whether there are enough Treasury bills in 
the market to meet the needs of their operations, and what their 
general estimate of market conditions is from the standpoint of the 
flow of credit. 

Remember that the Federal Reserve System can either make credit 
easy or it can make it tight by its open market operations. 

If they buy securities in the open market, that puts money in the 
market. If they sell securities, it is just that simple, some ‘body takes 
money out of the banks to pay for those securities. It tends to shrink 
the money supply. 

It is important to discuss the picture with the Chairman of the 
Board of Governors, but he speaks only in his individual capacity 
and always has made that clear—whether it has been Mr. Eccles, 
Mr. McCabe, or Mr. Martin. 

Chairman Dawson. They know the problem, however, don’t they? 

Mr. Ftemine. You cannot tell. The Chairman of the Board of 
Governors is only 1 member of 7. True, he is the presiding officer. 
The Open Market Committee consists of 12, the Board of Governors 
of 7, and 5 of the presidents of Federal Reserve banks. 

Mr. Montreomery. If the Chairman of the Federal Reserve Board 
should disagree with your proposed recommendations, then what 
action is taken by your Committee? 

Mr. Fiemina. He doesn’t know what our recommendation will be. 
We discuss money conditions, credit flow, and things of that sort 
with him. 

At that time we have not written our report, Mr. Montgomery. 

Mr. Montrcomery. You have tentatively arrived at your re om- 
mendations at that point? 

Mr. Ftemine. We may or may not have. There have been times 
when the Committee bas not returned from luncheon until 2:30 and 
he usually comes at 4 if he comes at all. We haven’t had time to 
finish our deliberations. 
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Mr. Monreomsry. Then you resume your executive session? 

Mr. Fiemrna. After he leaves. 

Chairman Dawson. Did you follow that procedure before the 
accord between the Secretary and the Federal Reserve? 

Mr. Fuemina. Yes, sir. I think I testified earlier that origi- 
nally——— 

Chairman Dawson. The Board of Governors was represented? 

Mr. Fuemine. We didn’t have any contact at all with the Federal 
Reserve System other than some of us who might have been on the 
Federal Advisory Council. 

Mr. Brown and myself felt we should have this. Coming from 
Chicago, you probably know Mr. Brown, now chairman of the First 
Chicago very well? 

Chairman Dawson. We move in different circles. 

Mr. Fiemine. In any event, he and I both felt, and I think I 
testified to this earlier in the hearing, that we should have the benefit 
of discussing with the Chairman of the Board of Governors the 
Federal Reserve System, so Mr. Brown and myself went to Mr. Bell 
as Under Secretary of the Treasury, and Mr. Morgenthau, he said ‘I 
have no objection. It may be a good idea.” 

In what vear of Secretary Morgenthau’s long term as Secretary of 
the Treasury, I have no idea. 

Invitations were sent to Mr. Eccles, Mr. MeCabe, and Mr. Martin. 

Chairman Dawson. If Congress in its wisdom set up and authorized 
the Federal Reserve they created a creature which has more power 
and influence affecting our economy than the Secretary of the Treasury, 
didn’t they? 

Mr. Fuemina. It is the central bank of this country and I think the 
system is far superior to any of the systems of other countries of the 
world, They all have a central bank, just like the Bank of England, 
the Bank of France, the Bank of Canada. It is an essential part of 
the economic structure of the world to have that. I think Federal 
Reserve has done a good job. 

Chairman Dawson. I am not criticizing them. I have been inter- 
ested in the question of the accord and what happened before and 
what happened since. Since it is a creature of Congress, Congress is 
interested. The Secretary of the Treasury is the financial officer of 
our Nation, and since we authorize the Federal Reserve to print 
money, it seems we created a situation here over which we have lost 
control. It seems they might be the creators and handlers of the 
money situation instead of the Congress. 

Mr. Fiemina. I think that was thoroughly explored, Mr. Chairman, 
a vear or so ago in the hearings which Mr. Patman presided over, by 
the Joint Committee on the Economic Report. 

Frankly, I do not know whether the country could have handled 
the financial situation as well as it did without the Federal Reserve 
System. It is a creature of the Congress and reports to the Congress. 

Chairman Dawson. Other questions? 

(No response.) 

Chairman Dawson. We are certainly grateful to you, Mr. Fleming. 

Mr. Fiemina. I am pleased to appear, Mr. Chairman. I hope 
have been helpful to vou. 

Chairman Dawson. You have been very helpful in shaping our 
thinking. 
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In your judgment there is no conflict of interest, there could be no 
conflict of interest between your Committee, the services they per- 
form for the Government, and their personal interests? 

Mr. FLemina. In my judgment after a long period of years J] see 
not the slightest conflict. 

I say this: The gentlemen who serve on this Committee spend val- 
uable time to meet. There are no fixed meeting dates so they don’t 
know far in advance when they are coming. Attendance always has 
been good. They come to Washington at the call of the Secretary 
of the Treasury, and I think they are performing a very unselfish and 
patriotic service. 

Mr. Jonas. Did you say Mr. Jackson of the Chase Manhattan 
Bank had been ill? 

Mr. FLtemina. Chemical Corn Exchange. 

Mr. Jonas. He has been ill for the last year and has not attended 
any meetings? 

Mr. FLemrina. | don’t recall he attended any meetings. I have 
the attendance record here. 

Mr. Jonas. Did you also say his bank is one of the banks which 
has a bond department? 

Mr. Fiemina. Yes, they have a bond department. 

Mr. Jonas. His place on the committee has been vacant during 
his absence? 

Mr. Fiemina. He is better now. He has not attended a meeting 
since last June. 

Mr. Jonas. I was just interested in whether, since his bank is one 
of those which has a bond department, if it was of such importance 
in having his bank represented on this committee, why he wasn’t 
replaced. He has just been absent? 

Mr. Fiemina. That is all. There are three New York members. 

Mr. Jonas. From how many meetings has he been absent? 

Mr. Fuemina. I will have to go back. 

Mr. Jonas. During his illness? 

Mr. FLtemina. Last June was the last meeting he attended. 

Mr. Jonas. That is all. 

Chairman Dawson. Can you from your knowledge tell us without 
going into your statistics how often you have recommended an 
interest rate lower than the interest rate of securities or bonds to be 
refunded? 

Mr. Fiemina. I think that has come about by changing market 
conditions. 

Chairman Dawson. How often have you recommended that? 

Mr. Fiemina. It would all be disclosed in this book I filed for the 
record, sir. That would show that. 

Mr. Brown. I would like to congratulate the gentleman on being 
a very fine witness. I have learned more about bonds this morning, 
and the way they are issued, than I ever hoped to learn. You have 
been a very good witness and have given fine testimony. 

Chairman Dawson. I join you in that statement. 

Mr. Fiemina. Thank you very much, sir. 

Chairman Dawson. We have three more witnesses and we have a 
matter coming up on the floor. 

Unless there is objection we will adjourn at this time until 2 o’clock 
this afternoon. 


T9955—56 
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AFTERNOON SESSION 


Present: Representatives Dawson, chairman, Brown, and Jonas. 

Also present: Mr. Pincus, Mr. Montgomery, and Mr. Poland, of 
the committee staff. 

Chairman Dawson. The committee will kindly come to order. We 
will resume our hearings. 

Our next witness will be Mr. Emil J. Pattberg, Jr., chairman of the 
governmental securities committee of the Investmant Bankers Asso- 
ciation. 

Mr. Pattberg? 


STATEMENT OF EMIL J. PATTBERG, JR., CHAIRMAN, GOVERN- 
MENTAL SECURITIES COMMITTEE, INVESTMENT BANKERS 
ASSOCIATION OF AMERICA; ACCOMPANIED BY MURRAY 
HANSON, COUNSEL 


Mr. Parrserc. Mr. Chairman, may I ask permission to have Mr. 
Murray Hanson, counsel of the IBA, sit with me? 

Chairman Dawson. Yes, sir. 

Will you identify yourself for the record? 

Mr. Hanson. I already have, Mr. Chairman. 

Mr. Parrsera. My name is Emil J. Pattberg, Jr. I am chairman 
of the governmental securities committee of the Investment Bankers 
Association of America, and also chairman of the executive committee 
of the First Boston Corp., with offices at 100 Broadway, New York 
City. I appear here today in response to Chairman Dawson’s request 
as contained in his letter to me of May 24, 1956. 

In the interest of expediting your committee’s proceedings, I have 
prepared this statement to the extent I am able to do so and at the 
same time have endeavored to answer as concisely as possible the 
inquiries contained in the chairman’s letter. I shall endeavor to take 
up the questions in the general order in which they are set forth therein. 

As the second paragraph of your letter indicates, the governmental 
‘ securities committee of the Investment Bankers Association has 
advised and consulted with the present and other Secretaries of the 
Treasury and Treasury officials from time to time for many vears. 

I think I should make it clear at this point, however, that our 
advice and consultation has not been with respect to the establish- 
ment of debt management policies. We have, rather, as technicians 
who are in day-to-day contact with the Government securities market 
in all sections of the country, endeavored to inform and assist the 
Treasury in the implementation of the dept management policies that 
are established by the Secretary. 

I think this will become readily apparent in my observations on 
some of your later inquiries. 

The third paragraph of the letter has to do with the organization 
and functioning of our committee. With respect to the matter of 
organization, the Investment Bankers Association has had a govern- 
mental securities committee, by that or some like name, since 1918. 

The members of the committee and the chairman are appointed 
for each association year by the president of the association. The 
members of the co.amittee are always selected from the personnel of 
the members of the Investment Bankers Association. 
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The present committee, and I as its chairman, were appointed to 
serve from December 2, 1955, until November 30, 1956, by our cur- 
rent president, Mr. George W. Davis, Davis, Skaggs & Co., San 
Francisco. 

I am appending to this statement a list of the members of the com- 
mittee, their business affiliations, and their addresses. 

(The list referred to is as follows:) 


GOVERNMENTAL SECURITIES COMMITTEE, INVESTMENT BANKERS ASSOCIATION 
MERICA, 1955-56 


; Emil J. Pattberg, Jr., chairmas First Boston Corp., 100 Broadway, New 
| York, N. Y. 
; Robert B. Blyth, The National City Bank of Cleveland, East Sixth Street and 


Euclid Avenue, Cleveland, Ohio. 


i 
; Milton S. Bosley, National Bank of Detroit, 660 Woodward Avenue, Detroit, 
: Mich. 


Wendell T. Burns, Northwestern National Bank of Minneapolis, Northwestern 
Bank Building, Minneapolis, Minn. 


i Dwight W. Chapman, American Trust Co., 464 California Street, San Francisco, 
: Calif. 

i — ~ — ems . ns ee ai 

i F. Newell Childs, C. F. Childs & Co., Ine., Board of Trade Building, Chicago, 


4 Il. 
Robert H. Craft, The Chase Manhattan Bank, 18 Pine Street, New York, N. Y. 


j 
; James A. Cranford, The Atlantic National Bank of Jacksonville, 121 West 
j Forsyth Street, Jacksonville, Fla. 


Stewart A. Dunn, C. J. Devine & Co., 48 Wall Street, New York, N. Y. 
W. Wayne Clover, California Bank, 629 South Spring Street, Los Angeles, Calif. 
Sheldon R. Green, The Chase Manhattan Bank, 18 Pine Street, New York, N. Y. 


H. Lyman Greer, The Fifth Third Union Trust Co., Fourth and Walnut Streets, 
Cincinnati, Ohio. 


Hardin H. Hawes, Harris Trust and Savings Bank, 115 West Monroe Street, 
Chicago, Ill. 


4 Russell A. Kent, Bank of America, N. T. & 8. A., 300 Montgomery Street, San 
Francisco, Calif. 

? 

i David M. Kennedy, Continental Illinois National Bank and Trust Co., 231 
4 South La Salle Street, Chicago, II. 


trederick G. Larkin, Jr., Security-First National Bank, Sixth and Spring Streets, 
Los Angeles, Calif. 






Ralph F. Leach, Guaranty Trust Company of New York, 140 Broadway, New 
York, N. Y. 






Pat G. Morris, The Northern Trust Co., 50 South La Salle Street, Chicago, Ill, 






Robert C. Morris, Bankers Trust Co., 16 Wall Street, New York, N. Y. 






Delmont K. Pfeffer, First 
New York, N. Y. 


National City Bank of New York, 55 Wall Street, 
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L. Sumner Pruyne, The First National Bank of Boston, 67 Milk Street, Boston, 


Vass, 


Herbert N, Repp, Discount Corporation of New York, 58 Pine Street, New York, 
ee 

F. Brian Reuter, Mellon National Bank & Trust Co., Mellon Square, Pittsburgh, 
Pa. 


Rudolph Smutny, Salomon Bros. & Hutzler, 60 Wall Street, New York, N. Y. 


Mr. PATrRERG. One of the functions of the committee, at the 
present time and historically, is to watch significant developments 
affecting or likely to affect ‘the Government bond market and the 
money market generally, such as Federal Reserve and Treasury policy, 
either as announced or as reflected in their activities in the market, 
trends in the market. the nature and extent of the demand for and the 
supply of money, and to report thereon from time to time to the board 
of governors of the Investment Bankers Association and to the 
membership at our annual convention, 

Another function of our committee has been its work with the 
l'reasury Department in which you are interested. Historically, ] 
am told, our committee, then known as the Government bond com- 
mittee, was first appointed in 1918 and it consulted and advised with 
the Treasury on a variety of problems from 1918 to 1929. 

Thereafter, until the Period 1941-44. the committee served prin- 
cipally as a reporting committee to the board of gfovernors of the 
Investment Bankers Association and to the membership along the 
lines T have already indicated. 

During the war years, the efforts of the committee were merged 
with the over-all endeavors of the association in the promotion of the i 
sales of war bonds, at that time the associat ion’s principal activity. j 

After the Second World War, the committee continued to be what 
[ have just called a reporting committee until 1947, when it again 
commenced to consult and advise with the then Secretary of the 
Treasury, Mr, John Snyder, ways and means of implementing his 
debt management policies; and since that time it has similarly con- 
sulted and advised with the Treasury whenever requested to do so. 

Perhaps the best Way to illustrate how our committee functions in 
its relations with the Treasury Department is to describe our last | 
session with them, which took place on February 29 and March 1 of 
this year. 

This is the only meeting our committee has had with the Treasury 
since I have been chairman, but I have been a member of the com- 
mittee for several] years and this procedure js typical, 

This description is based upon my recollection of the event and that 
of several other members of the committee with whom |] have con- 
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sulted, because we keep no Stenographie record or minutes of either i 
our informal discussions “mong ourselves or the equally informal : 
discussions with the Treasury Department. Our advice and opinions i 
on Treasury marketing operations are given to the Secretary verbally, 4 
and in the manner T shal] describe. 3 

The February 29—-Mareh |] meetings with the Treasury went about 3 
us follows: Some weeks prior thereto T had a call from Under Secre- ‘ 


tary Burgess, who told me that they had a financing problem coming 
in early March and that he would appreciate very much if ] could 
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get our committee together and come down and discuss this problem 
with them. 

I said that I was sure that this could be arranged; and thereupon 
I got in touch with the members of the committee and arranged for 
us to meet with the Treasury officials on February 29. 

We accordingly went over to the Treasury Department the morning 
of the 29th, met with Mr. Burgess, and we were then taken to their 
projection room where we were shown slides, which pictured in graphic 
form statistics which were relevant to the then current problem—prac- 
tically all of which were already completely familiar to us. 

Subsequently, after this review, we met again with Mr. Burgess and 
his associates and he went over the — to be refunded, which were 
$8,472 million United States Treasury 1% pe a e nt due March 15, 1956, 
and $1,007 million United States i 6 percent due April 1. 
1956. 

Following a brief discussion, the Under Secretary asked us to con- 
sider the problem and come back with our advice and recommenda- 
tions as to what type of issue or issues, which, in our opinion, should 
be offered to achieve a successful refunding operation in view of the 
existing market conditions, Federal Reserve policy, and the known 
objectives of the Treasury Department with respect to debt manage- 
ment. 

We said that we would do so, and left the Treasury Department. 
All of this had taken place between 9:30 a. m. and 11 

After luncheon our committee assembled and we began discussing 
the problem confronting the Treasury as we saw it. It must be 
remembered that in late February, the Government securities market 
reflected irregular price movements as investors awaited some clarifica- 
tion of both the economic outlook and the President’s decision as to 
whether he would seek a second term. 

Loans of the commercial banks had continued to rise, and banks 
were net sellers of Government securities. Money was tight, and 
the Federal Reserve System open market operations and other factors 
resulted in a small increase in the deficiency of free reserves in the 
banking system to an average of $266 million for the month of 
February. 

The committee also considered the fact that in the December 1955 
refunding, it was deemed necessary by the Federal Reserve System 
to enter the open market to purchase $167 million of the new securities, 
and that Treasury trust accounts were net buyers of $235 million 
Government securities during the month. 

Even though the refunding was helped by these actions, $847 
million of the maturing securities were turned in for cash redemption. 

There were varying views among the members of the committee, 
based on their individual appraisal of the demand for and the supply 
of money, the Government securities market, and the future course 
of the economy. 

After discussing all of the factors that would influence a successful 
refunding, there was a substantial majority for the following specific 
recommendations: 

(1) That two issues be offered for the maturing securities—namely, 
an 11 or 112 months certificate with a 2% percent coupon, and an 
alternative offering of a 2-year 3-months 2% percent note due June 
15, 1958. 
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(2) In addition, the committee recommended that an interest 
adjustment be made in the ease of both issues from the date that the 
books were opened on the exchange until the delivery date. 

The majority of the committee was of the opinion that these re- 
funding terms would assure the smallest cash redemption. It also 
felt that this was a step toward a better debt structure, recognizing 
that if all maturing issues during the year were refunded into 1-year 
securities, that the Treasury’s l-year debt would increase to approxi- 
mately $77 billion by December 31, 1956. 

There was a minority view that this recommendation would have 
a depressing effect on the outstanding market for Government securi- 
ties, and some members were of the opinion that a 2% percent issue 
due in 24 years would have an adverse effect on the future sale of 
long term 3 percent bonds. 

There was also a feeling among some of the minority members that 
the terms of the Treasury’ s offering might be considered overly 
generous. 

The committee also considered the use of alternative offerings, 
namely: 


(1) a single issue of an 11 or 114% months 2% percent certificate : 
and 
(2) a single offering of a 13 months 2% percent note. 


However, the majority felt that the cash redemption would be 
larger if either alternative was used, and it was also felt that a 2% per- 
cent note due in 13 months might have the effect of creating a new 
higher 1-year rate. 

he possibility of the sale of 3 percent bonds due 1995 was discussed 
at length. The committee’s opinion was that approximately $500 
million could be sold, with a delayed delivery privilege. 

It was suggested that the offering be made in the near future and, 
furthermore, the committee was of the opinion that such an offering 
would have little effect on the mortgage market. 

The next morning, March 1, we met with the Secretary of the Treas- 
ury, Mr. Humphrey, Under Secretary of the Treasury, Mr. Burgess, 
and other staff members. 

As has been customary in the past, I verbally stated, as briefly as 
possible, our recommendations and our reasons. I gave him, of course, 
both the majority and minority views. 

He asked a number of questions, as did Mr. Burgess. Whereupon, 
he thanked us for coming down and we departed. He made no com- 
ments on our suggestions. 

We first learned of the Treasury’s decision when the official offering 
was announced on March 2, 1956. The terms included a 2% percent 
certificate due February 15, 1956, and a 2% percent note due June 15, 
1958. The Treasury has never advised the committee of its decisions 
prior to the public announcement. 

With respect to the inquiries contained in the fourth paragraph of 
the chairman’s letter, it has not been possible to reconstruct each 
meeting which we have had with the Tresury Department from 1953 
to date, and I doubt that it would ever be possible to reconstruct an 
accurate picture of the completely oral discussions within our com.- 
mittee or our oral recommendations to the Treasury because of their 
completely informal nature. 
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According to the best of our recollections, either our full committee 
or a smaller committee has met with the Treasury officials 19 times 
from 1953 to date. The problem presented at each session was, of 
course, different, and each time a great variety of factors had to be 
considered. 

We knew that it was Treasury policy to achieve a better debt 
structure, that is, to get our huge debt in better balance between 
short-, intermediate-, and long-term securities. 

In doing so through cash and refunding offerings, we knew that the 
Treasury’s objective was to create a minimum disturbance e in the out- 
standing governmental securities market; and also, that it be accom- 
plished with minimum cash redemptions in the case of refunding 
operations. 

These objectives required the support of all types of investors and 
issues patterned to their requirements. 

Against this background, the committee made recommendations 
which also took into account the numerous factors in the economy 
that might have an effect on successful Treasury financing. 

With respect to the matter referred to in the last paragraph of the 
chairman’s letter, we have never been aware, until its receipt, that the 
Justice Department standards to which you refer—if that be the case— 
were applicable to the Treasury Department or to our committee’s 
activities. We were certainly never so advised by the Department, 
and so never made any attempt to comply therewith. 

Chairman Dawson. Your statement includes a list of the members 
of your committee? 

Mr. Parrserec. Yes, sir, it does. 

Chairman Dawson. And you filed a list of exhibits—no, that is 
another witness’ testimony. 

Mr. Jonas? 

Mr. Jonas. In this particular case that you have used as an illus- 
tration, Mr. Pattberg, | am trying to see if I have it in my mind. 

You met with the Treasury officials on Februar y 29, 1956? 

Mr. Parrserc. That is right, sir. 

Mr. Jonas. And you made a recommendation, in the alternative, 
that an 11 or 11% months certificate with 2%-percent coupon, or a 
2 year, 3 months note bearing 2% percent interest, be offered? 

Mr. Parrsperc. That is right, sir. 

Mr. Jonas. And that recommendation was not followed to the 
letter, was it? 

Mr. Parrserc. Well, we gave to the Treasury an alternative 
between an 11 or an 11% months certificate. 

Mr. Jonas. Yes, and they offered a 2%-percent certificate due 
February 15, 1956. 

Mr. Parrnerc. Which was roughly an 11 months’ certificate. 

Mr. Jonas. Well, then, the other offer was a 2% note due June 15, 
1956. 

Mr. Parrserc. That is right, sir. 

Mr. Jonas. That is roughly in accordance with your recommenda- 
tion. 

Mr. Parrsera. That is right, sir. 

Mr. Jonas. What has been your experience in these other meetings? 
Has there been any pattern that you could say applies throughout, 
that the Treasury has consistently followed your rec ‘ommendations, 
or has it varied from them, or has there been any uniformity? 
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Mr. Parrsere. Well, unfortunately, we do not have any notes of 
all of the meetings that go back to 1953, and it is very difficult to 
reconstruct this whole period. 

I find it very hard to pinpoint. It is difficult to really define what 
is arecommendation. Perhaps we might have recommended a 4-vear 
note and they sold a 44-year note. 

I don’t know whether you would call that a hit or a miss. 

In general, when the money market was easier, the Treasury had 
quite a few refunding operations in which they extended the debt. It 
is quite easy for a Government dealer or anvone interested in Govern- 
ment finance to figure out just where a certain coupon would lie on the 
vield curve. 

Mr. Jonas. Would I be safe in assuming that you, as vou sit here 
now, do not have a feeling that the Treasury, the Secretary, just 
followed your recommendations to the letter every time, and in fact 
permitted you to make the decisions? 

Mr. Parrsere. No, sir. Asa matter of fact, I can say this: We have 
a committee that is made up of 24 members at the present time, and 
they come from all parts of the country. These members have their 
own points of view and, if some of their points of view were different 
than perhaps the majority report, quite often after | have made my 
— they would expand on their minority points of view. The 

Secretary usually asked more questions of the minority group than he 
did of the majority. There was a general discussion in the Secretary’s 
office. 

Mr. Jonas. You do not think, then, that your recommendations, 
or it would be proper to say that your recommendations, have dictated 
the policies, then; and, on the contrary, they have been accepted and 
received as recommendations only, and the ultimate decisions have 
been made by the Treasury Department? 

Mr. Parrnere. The Secretary made up his own mind. 

If there is anyone or anything that dictates to the Treasury, it is 
the open market, the buyers of the 15,000 commercial banks and the 
insurance companies and pension funds, and so forth. The Treasury 
has securities to sell, and the buyers have certain requirements. 

There are times when the commercial banks are interested in 
extending their portfolios; there are other times when they are inter- 
ested in keeping short because of a big loan demand. If there is any 
one factor that dictates to the Treasury, it is the demand and supply 
in the open market, and that is represented by many thousands of 
investors. 

Chairman Dawson. You do not dictate, but you do interpret the 
market for them? 

Mr. Parrsere. Sir? 

Chairman Dawson. You do not dictate to the Secretary of the 
Treasury, but you interpret? 

Mr. Parree ra. We try to interpret to the Treasury, the Secretary 
or the Under Secretary, our impressions of what the market demand 
and supply is. 

Mr. Jonas. All I am trying to get you to say is to let the record 
show whether you think the ‘Treasury Department has followed its 
own judgment, or whether it has tracked your recommendations 
consistently down through the vears. 
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Mr. Parrsera. No, sir. I think that the Treasury Department 
has followed their own judgment. 

Mr. Jonas. How long have you been a member of the committee, 
Mr. Pattberg? 

Mr. Parrsera. | believe it was either 1948 or 1949. 

Mr. Jonas. You have been chairman only since this last year? 

Mr. Parrsera. Since November. 

Mr. Jonas. November of last year. 

What would you say, without going into details, describing experi- 
ences prior to 1953, as to whether there has been any change in the 
general approach to the problem or whether the committee acted 
about as it does now, when you first came on it? 

Mr. Parrpere. It acts about the same way. Of course, there was 
a period until 1951, when the Federal Reserve stopped pegging 
security prices, that the Secretary of the Treasury depended on the 
Federal Reserve. After that, he had to depend on the open market. 

Mr. Jonas. There was not much need for your recommendations 
while that— 

Mr. Parrsnerc. Well, Mr. Synder asked for our recommendations, 
and we also made studies for Mr. Snyder on series E bonds and the 
effect that the Mills plan might have on the flow of funds of corpora- 
tions, and so forth. 

We have not made any of those special studies in recent years, and 
that would perhaps be one variation. 

Mr. Jonas. How are the members of your committee chosen? 

Mr. Parrsera. The president of the IBA chooses them each year. 

Mr. Jonas. Is there a contunuity of membership, or are the mem- 
bers selected to serve for indefinite periods until they are replaced? 

Mr. Parrnera. They are appointed for 1 year. Many of the 
committeemen are reappointed. 

Mr. Jonas. But normally, the appointments are for 1 year at the 
time of appointment? 

Mr. Parrpera. Yes, sir. 

Mr. Jonas. Each president has the prerogative of changing the 
composition of the committee. 

Mr. Parrpera. Yes, sir. 

Mr. Jonas. Or leaving it. Do you have any ex officio members? 

Mr. Parrsrra. Yes; we do. 

Mr. Jonas. The president? 

Mr. Parrserc. Ex officio of the committee only. Mr. Repp, of 
the Discount Corp., is a member of the committee. He was chairman 
of the committee before I was. 

Mr. Craft was a chairman, and—they were appointed chairmen by 
the president of that year. 

Mr. Jonas. We heard this morning from Mr. Fleming that the 
president of the American Bankers Association is himself a member. 
I just wondered. 

Mr. Parrsrera. No, sir. 

Mr. Jonas. You do not follow that custom? 

Mr. Parrserc. No; we do not. 

Mr. Jonas. That is all I have. 

Chairman Dawson. In your statement on page 3, you said: 


During the war years the efforts of the committee were merged with the overall 
endeavors of the association in the promotion of the sales of war bonds 
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Mr. Patrserea. Yes, sir. 

Chairman Dawson. (continuing): 
at that time the association’s principal activity. After the Second World War 
the committee continued to be what I have just called a reporting committee 
until 1947 * * * 

Mr. Parrsera. Yes, sir. 

Chairman Dawson. This committee of yours, through most of 
its life, has been a reporting committee to the board of governors of 
the IBA; is that so? 

Mr. Patrsera. Yes, sir. 

Chairman Dawson. And who called them together, who called 
you together in 1947? Did you meet at the call of the Secretary, or 
did you suggest a meeting to the Secretary? 

Mr. Parrsera. Mr. Chairman, I can’t answer that. I was not a 
member of the committee, and I just never made a point of finding 
out. 

Mr. Jonas. May I ask a question? 

Chairman Dawson. Surely. 

Mr. Jonas. Mr. Pattberg, turn to page 5 of your paper. I notice 
in the last clause of the second paragraph vou refer to the fact that 
in the December 1955 refunding, a little over three-quarters of a 
billion dollars of maturing securities were turned in for cash. 

Was that an alarming amount? I use the word ‘“‘alarming’’ ad- 
visedly. Was that an unusual amount, more than expected? 

Mr. Patrrserea. It was more than usual. 

Mr. Jonas. It would indicate that there was some little trouble in 
the securities market? 

Mr. Parrsere. Well, sir, I suppose there were many reasons given 
for it. My own explanation i is that this refunding took place within 
a period of 2 or 3 weeks after the discount rate had been changed, 
and that is always unsettling to the market. That was a factor. 

The month of December is always a difficult one in the money 
market. Corporations are interested in building up their cash posi- 
tions. There is a big demand for currency, all of which adds to the 
problems of the money market. 

And I think the two combined, with perhaps the news of the 
moment, which might have indicated an increase of loans, contributed 
to the unsettled market conditions. 

Mr. Jonas. At least it indicated there were a substantial number of 
holders of Government securities who wanted cash instead of new 
bonds. 

Mr. Parrsere. That is right. As I remember, the corporations 
owned a large amount of the maturing securities. Corporations 
invest their tax money or expansion money temporarily in govern- 
ments, and quite a few of the corporations did not wish to extend 
their maturities, and some needed cash, and— 

Mr. Jonas. That was one of the things that your committee care- 
fully noted, however, in its deliberations the following March or 
February? 

Mr. Patrsera. That is right. It has been a policy for some time 
for the Federal Reserve Open Market Committee to operate only in 
the bill market. I think because of the exceptional circumstances 
of the last December they changed their policy to buy $167 million of 
the new issue, which helped the refunding, and—-— 
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Mr. Jonas. This was—-the answer to this is obvious, that it is 
desirable, is it not, to hold these cash refundings to the minimum? 

Mr. Parrpera. Yes, sir. 

Mr. Jonas. It is desirable to keep money, once invested in govern- 
ments, to keep it in there instead of cashing them in, and that requires 
sales of bonds to somebody else to replace them. 

Mr. Parrsera. Well, unless the Treasury is operating with a big 
surplus and they want to pay off debt. If not, the Treasury is forced 
to go to the market within a very short time and sell additional 
securities for cash to build up their balance. 

Mr. Jonas. That is all. 

Chairman Dawson. Mr. Pincus? 

Mr. Pincus. Mr. Pattberg, on page 5 of your statement, I think 
Mr. Jonas has already covered the interest rate and maturity date 
of the security issues, that is, the recommendations made as against 
the issues. 

Point No. 2: Would you explain exactly what you mean about the 
interest adjustment, and was that also incorporated when the issue 
was made? 

Mr. Parrsera. It was. I should have mentioned that. This 
might be a little technical. The bonds or the securities that were 
coming due had relatively low coupons, 1%, I believe, and 1% percent; 
and in any refunding there is a big turnover. Certain holders of the 
maturing issues want cash, and they will hold for redemption unless 
we, as dealers, are able to buy their securities from them and turn 
them over to other investors who are interested in purchasing the 
securities. 

Usually in a Treasury refunding, the operation takes place about 
10 days or 2 weeks before the maturity; and it is a function for dealers 
to buy the rights, which in the March refunding were the 1% and 1% 
percent notes coming due, and sell the when-issued securities. ‘The 
dealer has to carry the right or maturing issue for 10 to 14 days. 

In this money market, rates to carry Government securities range 
between 2 and 3% percent. I do not remember what the rate was back 
in December or in March. However there is an interest loss to a 
dealer if he accrue 1% percent for the period of 14 days, and pays out 

¥% or 3 percent to a bank to carry the securities while they were being 
saad. 

A dealer can offset this interest loss by bidding a discount for the 
maturing securities in the market. He can bid the equivalent of 
99.31/32 or 31 and one-half thirty seconds to offset the interest loss. 

But it is not very good advertising to have a maturing Government 
security selling below par while a refunding is going on. Most 
investors, we hope, are making the exchange. By making an interest 
adjustment, dealers are able to carry, as are the banks, the securities 
for the period without making our bids below par to offset the interest 
loss. 

Mr. Pincus. Is that the usual procedure? Is that always included 
in a refunding? 

Mr. Patrserc. Well, it has been used on other occasions. It would 
depend on what the coupon was of the maturing security. It would 
also depend on what. the costs of money were to carry Government 
securities. 

There were periods in the last several years when you could borrow 
money at 1 percent, and some of the maturing securities carried 
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interest coupons of 2 to 3 percent. Well, you would not make an 
interest adjustment in that case. 

Mr. Pincus. How often has this feature been used, to your knowl- 
edge? 

Mr. Parrserea. I really would have to check. It has been used 
more than this one time. 

Mr. Pincus. What was that last? 

Mr. ParrserG. I would have to check. I know it has been used 
in more than this one instance. 

Mr. Pincus. If you had to bid lower, so to speak, in order to make 
up for this interest loss, who would bear that loss? 

Mr. Parrsera. The seller. 

Mr. Pincus. You would have to bear that loss? 

Mr. Parrsera. No, sir. If the dealer were buying them at a 
discount, he would not bear the loss. He might sell them out later 
at a loss if the market declined. The seller, the corporation or the 
bank that sold them, could hold the securities until the 15 of March 
and get par for them or 100. If he sold them at a slight discount, 
then he would be taking a loss. 

Some needed their money before maturity date. The small interest 
loss was not important enough for them to hold the securities. 

Mr. Pincus. The seller of the maturing issue would take the loss? 

Mr. Parrsere. Yes, sir. 

Mr. Pincus. So that, actually, this bonus would redound to your 
benefit. 

Mr. Parrsrera. It would offset our interest costs, ves, sir. 

Mr. Pincus. And the cost of the bonus involved here is, then, 
borne by the Treasury Department; is that correct? 

Mr. Parrsere. That is right. 

Mr. Pincus. Do | take it correctly that your committee has never 
kept any minutes of its proceedings? 

Mr. Parrsere. That is right, sir. 

Mr. Pincus. Has never made its recommendations in written form? 

Mr. Parrrerc. No, sir, except for special studies made prior to 
1953. 

Mr. Pincus. How many members of your committee are actually 
dealers in Government securities? 

Mr. Parrserc. May I look through this list? 

There are two types of dealers in Government securities. There are 
nine major dealers among our committee, in my estimation, but many 
of our committee men are with banks who are dealers in Government 
securities for their own customers. They will buy or sell Govern- 
ment securities in limited amounts for the customers in their area, 
but make no attempt to maintain any broad market or contact on a 
national basis. 

Mr. Pincus. Who are these nine major dealers? 

Mr. Parrrnerac. Well, the First Boston Corp., with whom I am 
associated; C. F. Childs & Co., that is Newell Childs of C. F. Childs & 
Co.; Stewart A. Dunn, of C. J. Devine & Co.; David M. Kennedy, 
of Continental Illinois National Bank & Trust Co.; Ralph F. Leach, 
of Guaranty Trust Company of New York; Pat G. Morris, of the 
Northern Trust Co.; Robert C. Morris, of the Bankers Trust Co.; 
Herbert N. Repp, of the Discount Corp.; and Rudolph Smutny, of 
Salomon Bros. & Hutzler; I think that is nine. 
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Mr. Pincus. What is the nature of the other members on your 
committee? What is their relationship to the Government securities? 

Mr. Parrsera. Most of them would be classified as the investment 
officers of their bank; and they are in contact, in many cases, with the 
correspondent banks of their institutions. They also manage the 
portfolio, in most cases, of their own bank. 

Mr. Pincus. What percentage, would vou say, do these nine major 
dealers usually handle in Government securities, in the Government 
securities market? 

That is probably difficult to answer, but I would like to get some 
idea for the record. 

Mr. Parrsera. I would say it is more than half. I have heard 
many figures used as to how many Government securities are bought 
and sold each day, and it has been a big trade secret for years as to 
the volume of bonds or Government securities each dealer transacts. 

Mr. Pincus. That is on marketing after issue you are speaking of? 

Mr. Parrsrera. No. There is a daily market in Government 
securities, and it is a big market. It runs into hundreds of millions 
of dollars, without any Treasury financing. 

I am not thinking of the Treasury financing. We have Treasury 
bills due in 30, 60, 90 days, and they are handled almost like money 
in the banking system and among corporations. 

Mr. Pincus. That would be 50 percent of that type of market, 
you say? 

Mr. Parrpera. Yes, that would be my guess, at least 50 percent. 

Mr. Pincus. How about on new issues? 

Mr. Parrsera. Well, the dealers would represent a relatively 
small percentage, 10 percent or less, perhaps. 

Mr. Pincus. Who handles the majority of those? 

Mr. Patrsere. You mean which dealer handles the most? 

Mr. Prncus. No. If the dealers would handle only 10 percent of 
the new issues, who is handling most of them? 

Mr. Parrsere. If you have a $5 billion refunding, for instance, 
they are owned by many investors throughout the country, and | 
think most investors exchange, if the terms are right, so that most of 
the securities are not bought or sold; there is just a plain exchange. 

Mr. Pincus. Are these new issues sold through the Federal Reserve 
banks? 

Mr. Parrserc. The Federal Reserve bank acts as a fiscal agent for 
the Treasury, both on cash or refunding offerings. 

In the case of cash offerings, there is practically a subscription may 
be entered through any one of the Federal Reserve banks. In the 
case of a refunding issue, the maturing securities are delivered to a 
Federal Reserve bank with an exchange form. It takes approximately 
10 days before you receive the new securities back. 

Mr. Pincus. This may seem like an elementary question, but in 
the case of issues that are not exchanged on the basis of rights, how 
are the issues apportioned? 

Mr. Parrnera. Will you repeat the question again, please? 

Mr. Pincus. With regard to that part of an issue which is not 
exchanged by merely cashing in on the right to buy, so to speak, how 
is that part of the issue apportioned among the market? 

Mr. Parrnere. It is not. If the Treasury has a $5 billion issue 
maturing and only $4.5 billion are exchanged, the Treasury would 
pav $500 million to investors out of their ge eneral fund. 
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If it is necessary to replenish their cash position, presumably they 
would have to sell additional securities in the future. 

Mr. Pincus. Suppose the Treasury issues an entirely new issue, 
how is that put on the market? 

Mr. Parrsere. An issue for cash? It is announced 2, 3, 4, 5 days 
in advance, with a statement that subscriptions will be received at the 
various Federal Reserve banks on a certain date. The books in the past 
have been closed in 1 day. I should say they usually have been 
closed in 1 day. They can be left open. 

Mr. Jonas. What vou mean is: What if an issue is oversubscribed, 
how do they allocate the purchases of the bonds? 

Mr. Parrsere. Well, they make a percentage allotment; on a sub- 
scription for $10 million of securities you might get $2.5 million of 
bonds on your allotment. 

They screen the subscriptions at the Federal Reserve banks. In 
many cases commercial banks are limited in the amount that they can 
subscribe for. In recent years dealers and other nonbank investors 
have been required to put up a cash deposit with their subscriptions, 
5 percent or 10 percent, and are allotted on the percentage of the total 
subscription to the amount that the Treasury is selling. 

Mr. Pincus. I mean, is that allotment—you may not have any 
knowledge of this-—is that allotment made strictly on the basis of the 
percentage that vour bid bears to the total amount? 

Mr. Parrsera. I think so. If we subscribed for an issue and put 
up 10 percent deposit, we get whatever the percentage is that is pub- 
licly announced. I think that has been the practice in the past. 

Mr. Pincus. You heard Mr. Fleming’s testimony this morning? 

Mr. Parrserc. Yes, sir. 

Mr. Pincus. Does your committee have any connection whatso- 
ever with the Federal Reserve System or the Federal Reserve bank 
or banks? 

Mr. Parrsera. We do not have any connection with the Federal 
Reserve System or banks. Some of the members of the committee, 
are employed by commercial banks which are members of the Federal 
Reserve System. 

Mr. Pincus. I mean in the functioning of vour committee, do you 
have any contact with the Federal Reserve System? 

Mr. Parrsera. Well, yes, during our last 2 or 3 meetings, in the 
last vear, we have visited with the members of the Federal Reserve 
Board—I don’t think it was the full Board—for a half-hour or so, 
and we saw their slides, which covered general economic conditions. 
Their economists gave a running commentary on the figures. 

It lasts a half-hour or three-quarters of an hour. They have asked 
questions about business conditions in the localities that some of our 
members come from. 

Mr. Pincus. On what occasions do those meetings take place? 
I mean, were you summoned specially for those meetings? 

Mr. Parrsera. No. As a matter of fact, the only time that I can 
speak about from my own knowledge was the last meeting in Feb- 
ruary I called Mr. Martin and said that our committee was going to 
meet in Washington, and if it was convenient, we would like to come 
over and visit with the Federal Reserve Board and view the slides. 

Mr. Pincus. That is while you were considering—was that before 
you were briefed by the Treasury Department, or after? 
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Mr. Parrsere. It was after. 

Mr. Pincus. Was that before you made your recommendations 
to the Secretary of the Treasury, or— 

Mr. Parrserc. Yes; it was before we even considered the subject. 

Mr. Pincus. Before you actually went into your own executive 
session? 

Mr. Parrsera. That is right. 

Mr. Pincus. You went from the Treasury over—— 

Mr. Parrnerc. We went from the Treasury at about o'clock. 
I think we were over at the Federal Reserve Board at 11:15, and we 
stayed there until about noontime. After this we had a committee 
luncheon, and the luncheon was restricted to committee members. 

Mr. Pincus. What did you learn ove r in the Federal Reserve 
that you did not learn over in the Treasury? 

Mr. Parrserc. Well, their charts are different from the Treasury’s. 
The Treasury’s charts have to do with the ownership of debt, and 
so forth. 

As to the Federal Reserve charts, there are many of them, I am 
not sure that I understand them all. They cover consumer credit 
and so forth—they do not make any predictions; they are all based 
on reports up to, usually, the date that we are there or the month or 
so previous—they cover business conditions in Europe, in Asia, the 
cost of living index. There are many of them. 

I cannot say that I came out with any particular feeling as to 
whether the economy was going into a boom or a downspin. They 
are factual charts presented by their economists. 

Mr. Pincus. Did they ask you to view these charts, or did you 
ask them to present these charts? 

Mr. Parrsera. | asked them. This was not the first time the 
committee had been over there. 

Mr. Pincus. You knew they were available. 

Mr. Parrsere. Yes. I think we have been over there three times, 
perhaps, to my knowledge. 

Mr. Pincus. When was this? 

Mr. Parrserc. Well, we were over there at this March meeting; 
and I may be mistaken, but I think we were there perhaps in De- 
cember, and perhaps the meeting before that. 

Mr. Pincus. Last year, in other words? 

Mr. Parrnera. Yes. 

Mr. Pincus. Did you have any discussion with the chairman or 
the Board of Governors of the Federal Reserve, either before or after 
the briefing? 

Mr. Parrserc. Well, when we walked into the Board of Governors 
room, before we started, there is a lot of handshaking. I don’t 
suppose there was any discussion about any particular subject. 

Mr. Pincus. Did you discuss with them the subject of your 
meeting in Washington? 

Mr. Parrsera. No, sir. [Iam sure they knew we were down there 
because of the Treasury refunding, but there was no discussion, there 
was no reference made to the Treasury refunding. They simply 
showed us the charts that they used in their judgment of economic 
conditions. 

Mr. Pincus. Is this something new, then, this meeting of your com- 
mittee with the Federal Reserve people, something that has only 
occurred in the last couple of years? 
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Mr. Parrsera. Well, yes, it is something new since we did not do 
it in previous years. To my knowledge, we have only done it within 
the last year or so. 

Mr. Pincus. Do you happen to know how the first visit came to be 
arranged? 

Mr. Parrsera. No; I really can’t tell you that. I don’t know. 
A few years ago we tried to complete our meetings within one day, 
but we found it difficult to get through with it in one day. Many of 
our men come from California and Boston and Jac ksonville, and so 
forth, and they have to make a long trip; I imagine the chairman of 
the committee just filled out the extra meeting day by asking Mr. 
Martin whether we could come over and visit with him. 

I don’t think there is anything particularly significant about our 
visits to the Federal Reserve Board. 

Mr. Pincus. Have any members of your committee, to your knowl- 
edge, either served on their regional Federal Reserve banks or in any 
other capacity of that sort in the Federal Reserve System? 

Mr. Patrrsera. Well, David Kennedy served with the Federal 
Reserve Board—I don’t know when, but perhaps 7 or 8 years ago, 
before he went to the Continental Bank. He was with the Federal 
Reserve Board. 

Another one, Ralph Leach, before he went with the Guaranty 
Trust Co. as treasurer, worked for the Federal Reserve Board. 

I do not know what their titles were. I know they had responsible 
positions. 

I can’t think of any others that worked for the Federal Reserve 
Board. 

Mr. Pincus. Do you get anything more out of the Treasury briefing 
than you get out of the Federal Reserve br iefing? 

Mr. Parrserc. Well, yes. The briefing at the Federal Reserve, 
or rather, at the Treasury, makes various assumptions as to what 
would happen if all the debt for the balance of the year were refunded 
into one-year securities, and so forth. That is pertinent to our con- 
siderations when we sit down. 

They graphically show the ownership of the debt. If you have a 
maturing issue that is owned by corporations, you just cannot think 
in terms of selling them a 30- or 40-year security. Corporations 
generally hold short-term securities. 

The figures, however, are available in the Treasury Bulletin or the 
Federal Reserve Bulletin. 

Mr. Pincus. On page 4 of your statement, you state that you 
already know practically everything that they tell you. Would that 
be correct? 

Mr. Parrspera. Well, the information is available to us. I would 
not say that all the statistics which are shown are known, but they 
are available to us. 

Mr. Pincus. Does your organization have all of these statis ics 
available to them? 

Mr. Parrsera. Yes, in most cases, I would say “‘Yes.”’ 

Mr. Pincus. Does the Treasury briefing serve any special purpose? 

Mr. Parrsera. Sure. It refreshes our minds before we study the 
problem. 

I think most of the charts—I may be wrong, but I think most of 
these charts are published at some time by the Treasury. 
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Mr. Pincus. Have these briefings ever brought out information so 
novel or significant that they caused your group, perhaps yourself, 
to change your thinking on the problem? 

Mr. Patrsera. I don’t think so. But I presume, if I came down 
to Washington without looking at the figures, and I saw some figures 
at the meeting, it might change my thinking. I just can’t remember 
any particular 

Mr. Pincus. Then taking this example that you cite of the recom- 
mendations that were made which you summarize on page 5, would 
it be accurate to say that perhaps that reflected the thinking of the 
group before they came to Washington? 

Mr. Parrsera. It could be. 

Mr. Pincus. That there was no substantial effect on their thinking 
by the presentation by the Treasury Department? 

Mr. Parrserc. Well, when you get a group of people coming to 
Washington from all over the country, men who are in daily contact 
with thousands of investors , and you get them in one room and you 

talk about a problem, perhaps you didn’t think it could be done when 
you came down, but if you hear them talk the subject out, you might 
change your point of view. 

I think it is the collective thinking of a group of individuals who 
are vitally interested in the subject, and the resulting discussions 
might change anyone’s thinking, not any particular chart that is 
shown. 

Mr. Pincus. What do you mean on page 6 when you talk about the 
feeling among some of the minority members that the t terms of the 
Treasury’s 3 offering might be considered overly generous? Do you 
mean the terms of the Treasury offering if it were along the lines 
recommended by the majority? 

Mr. Parrsera. Yes. I would like to explain that a little bit. 

Mr. Pincus. If you don’t mind. 

Mr. Parrsera. Well, we have had a very peculiar market. As a 
matter of fact, in the last month we have had some three- and four- and 
five-year maturities that yielded more than the long-term 40-year 3- 
percent bonds. 

At the time we went down to Washington in February, the yield 
curve on securities that matured in 3, 4, or 5 years was practically flat; 
it was about the same. 

Now, when we sat around there, we were not particularly sure 
whether the Treasury, if they offered a 2% certificate and a 2%-percent 
note, would get 1 billion extended or 2 billion, or what. There was 
some doubt. No one was certain. 

The Treasury did have an issue outstanding which had been sold 
the previous December, Treasury, 2%, June 15, 1958, and they were 
selling at par '%., whic ‘h, if you looked over the record, perhaps was a 
little general, maybe %2 to %9. 

On the other hand, the majority of the committee thought it was 
better for the Treasury to reopen an old issue rather than to ope na 
new one, perhaps 6 months or a year longer, with the possibility of 
getting only 800 or 900 or a billion extended. Small issues eve not 
good in the market for Government securities. 

Mr. Pincus. And your advice would tend to be, that of the majority, 
on the liberal side? 
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Mr. Patrsera. It is not a question of being on the liberal side. 
A quotation is one thing, and the ability to sell a lot of securities is 
another. Some felt that par and % represented a generous offering, 
at least in the open market represented a generous offering. 

Others felt that the economy was picking up, there was going to be 
a big demand for loans in March, and you had to make an attractive 
offering in order to attract exchanges. 

Now, we don’t know what the market is going to do. I would like 
to point out that the Treasury offered a 2% due June 15, 1958 at par, 
and within a month it was selling at 99}. 

So it is very difficult in a free market to judge whether one-eighth is 
overly generous or not. It happened to be an expression that was 
used in the committee meeting. I thought I would report it. 

We have a committee and they have points of view, and they ex- 
press them. But there was that minority point of view, and I men- 
tioned it to the Secretary. 

Chairman Dawson. You mentioned it to the Secretary. Did the 
chairman make the report to the Secretary? 

Mr. Parrrserea. Yes, sir. 

Chairman Dawson. Or did a member of one of those who had the 
minority views state their views? 

Mr. Parrnere. Generally the chairman makes both the majority 
and minority reports. It has been a practice after the chairman has 
made his minority and majority reports, to say to the other members 
of the committee, ‘‘Would anyone like to enlarge on anything I have 
stated or bring anything else up?” 

And we have a committee that have done that on many occasions. 

Chairman Dawson. When you were acting as a reporting commit- 
tee, did you make recommendations on your reports to the Board of 
Governors in writing? 

Mr. Parrserea. Yes, sir. We make reports to the Board of Gover- 
nors and to the convention. They are given verbally, but they are 
released in printed form. 

Chairman Dawson. Did they usually contain a minority report? 

Mr. Parrper.c. Well, our reports are made to both the board of 
governors and to tre membership at large, but we do not refer to 
what we recommended to the Secretary at any particular meetings. 
Our reports are general, and they cover the items that I mentioned 
previously in my statement. 

Chairman Dawson. Mr. Montgomery? 

Mr. Monteomery. Mr. Pattberg, in the closing paragraph of your 
statement, you stated that you or your committee had never been 
aware, until its receipt, of the Justice Department’s standards which 
we referred to in the committee letter, nor had you been advised by 
the Treasury Department concerning those standards. 

You are now familiar with those standards, I take it. 

Mr. Parrsera. I read them; yes, sir. 

Mr. Monrcomery. The testimony that you have given, from that 
testimony it would appear that in at least three respects, the opera- 
tion and conduct of your committee is not in accord with those 
standards; would you say that is true? 

Mr. Parrserea. If they apply to us, I know of two: We have not 
had a member of the Treasury Department with us in our meetings; 
we have not kept minutes, 
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What would the other one, the third one, be, sir? 

Mr. Monrcomery. An agenda, a prepared agenda. 

Mr. Parrserea. Yes, sir. 

Mr. Monrcomery. Do you have an agenda, a prepared agenda? 

Mr. Parrsrere. Just one that I make up. The Secretary tells us, 
or usually the Under Secretary tells us, what he would like to have 
discussed, and that is the agenda that I make up. 

Mr. Monrcomery. Are you familiar with the purposes the De- 
partment of Justice had in mind in issuing those standards? 

Mr. Parrserc. Well, I understand—and all this I have learned in 
the last week—that it was in connection with antitrust, and perhaps 
price-fixing —— 

Mr. MontGomery. To minimize the possibility-— 

Mr. Parrsere. That is right, sir 

Mr. Montcom_ery. Of antitrust law violation. Do you feel that 
these standards are applicable to the operation of your committee? 

Mr. Patrsera. Well, I don’t know whether I am the judge. 

Mr. Monrcomery. Do you feel that in the operations of your com- 
mittee there could be any possibility of antitrust law violations or of 
conflict of interests? 

Mr Parrsere I don’t think so; no, sir. 

Mr. Montcomery. During the course of your meetings with the 
Treasury Department and the Federal Reserve Board, you do acquire 
some knowledge or some idea of what the Treasury has in mind in 
connection with their future or planned debt management prozram, 
do you not? 

Mr. Patrrsere. Well, as far as the Federal Reserve, there is not any 
connection with the charts that we see and the Treasury financing 
operation, except where general business has an influence on the 
Treasury’s ability to refund successfully or sell for cash. 

Now, as far as the Treasury charts are concerned, I would have to 
look at each one to be certain, but in most cases, and in perhaps all, 
the figures and the substance is available to us without going to the 
Treasury Department. We might have to reconstruct it, but the 
figures that go into these charts are public information. 

Mr. Monrcomury. I take it from what you say, there are no 
admonitions given to the membership of your committee against 
leaking information prematurely, that is, information obtained during 
the portion of the Treasury Department discussion. 

Mr. Parrsrera. Well, No. 1, we don’t get very much information. 
There is an implied agreement that we will not talk about what our 
recommendations have been until the public announcement by the 
Treasury. 

Mr. Monreomery. What are the reasons for that agreement not to 
discuss the recommendations? 

Mr. Parrsrere. Well, that has been a practice for years, it has been 
a practice for years perhaps before 1 was a member of the committee. 
But the reasons, I am sure, were, we were invited down by the Secre- 
tary or the Under Secretary of the Treasury to confer, and what we 
discussed was the business of the Treasury Department and not the 
world at large; if the Treasury Department wanted to make it pub- 
lic, then that was their privilege. 

Mr. Monraomery. Would one of the reasons, possibly, be that by 
divulging that information you would be giving an advantage to the 
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recipient of the information prior to the time it was made public by 
the Treasury? 

Mr. Patrsera. Well, sir, the Tresaury might or might not accept 
our recommendations. I would not know. He would have to take 
his chances, and if he did buy the security, the security would have 
to go up. Sometimes Treasury securities go down. 

Mr. Jonas. Mr. Montgomery, could I ask a question along that 
line? 

Mr. Monrcomery. Yes, sir. 

Mr. Jonas. Is it not true if the members of your committee should 
begin to profit as a result of this activity, you have other investment 
bankers who are members of the association, and it would not take 
them long to put up a squawk, would it? Since your committee is 
created by the Investment Bankers Association itself, and not by the 
Treasury Department, if you are put into a position of personally 
profiting—you are put there by the organization that you are a mem- 
ber of, and not by the Government. 

Mr. Patrsera. That is correct. 

Mr. Jonas. And would you not suspect that you would begin to 
receive some pretty pointed criticisms from your associates in the 
investment banking field who do not have representation on this 
committee, if any of the members should profit by reason of this 
experience? 

Mr. Parrserc. Well, I am sure they would all want to be on the 
committee, if it was a profitable operation. 

Mr. Jonas. I mean, the fact they are not all on the committee 
and all investment banking houses are not represented on the com- 
mittee; that is true, is it not? 

Mr. Parrsera. That is right. 

Mr. Jonas. Would you say that most of them are not? 

Mr. Patrsera. That is right. We have a relatively small com- 
mittee compared to the IBA membership. 

I might point out also that if we announced what our recommenda- 
tions were to the Treasury, we might not be invited back by the 
Secretary. He might consider that we did not keep his confidence. 

Mr. Pincus. Does the information and thinking that goes into these 
meetings have any effect on the day-to-day transactions in the secu- 
rities market that you spoke about, in which marketable securities are 
changing hands all the time? 

Mr. Parrserc. I would suppose, whether we had a meeting or not, 
and if the Treasury made all of their decisions without consulting 
outside groups, that the volume of trading would tend to be reduced 
as we approached a Treasury financing. The buyers or sellers would 
usually like to hear the financing terms before they made new de- 
cisions. 

Generally, I think the market volume decreases just before Treasury 
financing. 

Mr. Pincus. But I am speaking now, you mentioned that there 
were about 9 houses that handle more than 50 percent of these 
daily transactions. 

Mr. Patrsera. That is my estimate. 

Mr. Pincus. Your estimate. Assuming that to be fairly accurate, 
would you say that after these meetings, the business transactions 
which take place under the aegis of these people would be affected in 
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some way by what happened in these meetings, or are they totally 
unaffected? 

Mr. Parrrera. In most cases, by the time we get back to our 
office, the public announcement has been made, so we are now trading 
on facts. 

Mr. Pincus. You mean in most cases the announcement is made 
before you get back to your office? 

Mr. Parrsrere. Generally. 

Mr. Pincus. But that is not the case all the time? 

Mr. Parrsera. There are just so many times that I have not 
checked it, but if the committee visited with the Treasury on a 
Wednesday and I was able to get back to the office on a Thursday 
and the Treasury made their announcement on a Friday, I still would 
not know on Thursday what the Treasury was going to announce on 
a Friday. 

Mr. Pincus. What bappens on Thursday you say generally is not 
affected by your meeting? 

Mr. Parrrera. The market is always affected by a Treasury 
financing. It pauses. There are always guesses. Whether a man 
is On a committee or whether be is not on it, be bas some opinion as 
to what the Treasury might do if he is in the bond business. 

The Government security market is made up of people who are 
paid to have an opinion. 

Mr. Po.tanp. You testified that practically everything which was 
offered by the Treasury in the form of its information or which was 
shown on the slides are matters which were already familiar to you, or 
were readily obtainable by you. 

Mr. Parrrgere. Yes, sir. 

Mr. Potanp. What, then, do you contribute to the Treasury’s 
consideration? What do you add? 

Mr. Parrsere. Well, I think, sir, that we, after our discussion, 
try to express to the Treasury what will best be accepted in the market, 
and the rate that it could be sold at. In other words, I think we try 
to act as technicians for the Treasury. 

We try to express the demands and supply of the market, and what 
we think could best be sold. 

Mr. Po.anp. Then it is fair to say that you come as experts in 
what the market will absorb and what the market is willing to accept 
under the given situation? 

Mr. Parrrerc. We try to give our opinions. Sometimes we are 
wrong. 

Mr. Potanp. And your daily work is of a nature which would lead 
you to have pretty good knowledge as to that? 

Mr. Parrsera. Well, not only myself but the organization | work 
for; yes, sir. 

Mr. PoLtanp. Would it not be fair, then, to say, if you were offering 
the Treasury knowledge about what the market will absorb, that it 
might be a major consideration in the determination of the Treasury’s 
final decision? 

Mr. Parrsere. If they considered that our advice was right on 
what the market will absorb, I would think so, because I think that 
is probably the most important factor that the Secretary would con- 
sider: What can be sold best in the market? What do investors 
want? 
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You have to pattern the offerings to the investor. 

Mr. Potanp. As a matter of fact, there is a pretty general coin- 
cidence between the position taken by the Treasury and the recom- 
mendations which you made? 

Mr. Parrserc. Are you referring to the last issue? 

Mr. Poxanp. Well, the last issue, you have already said there was. 
That does not depart very much from the norm, does it? 

Mr. Patrsera. Oh, there are occasions, I think 

Mr. Potanp. But as a general matter, it is a fair statement that 
your recommendations are followed. 

Mr. Patrserc. Generally, yes; we recommended a 3 percent issue 
in March, and of course the Treasury did not accept that recommenda- 
tion. 

Mr. Pincus. Did you make any recommendation on the 3% bond 
in 1953? 

Mr. ParrperGc. You mean the committee? 

Mr. Pincus. Yes. 

Mr. PatrserG. Yes, I am sure we did. 

Mr. Pincus. What was your recommendation, do you recall? 

Mr. Patrserc. I cannot give you the details. We thought, as a 
committee, that in order to reduce the huge short-term debt which 
the Treasury had, it was necessary to get all types of investors to own 
Government securities. That meant we had a lot of short-term 
investors, and to reduce the amount we had to get some intermediate 
securities sold to commercial banks and other investors, and we had 
to tap the long-term market. 

The last long-term issue had been sold in 1945 with a 2% percent 
coupon. Pension funds and others were now accruing a lot of money. 
Most of the money was being invested in corporate securities. ‘These 
funds were required to earn a rate of 3 percent or more. We recom- 
mended that the Treasury sell a long-term issue at appropriate times 
and develop a long-term market so that they could transfer part of 
the short-term debt to permanent investors. 

The very details of that meeting, I do not remember. But I can 
say that we were in general agreement on a long-term bond, which 
was the 3% percent issue. 

Mr. Pincus. How long have you been making that recommenda- 
tion? Was that the first time you made that recommendation, in 
1953? 

Mr. Parrsera. A long-term bond? 

Mr. Pincus. At the higher interest rate. 

Mr. Parrpera. I just don’t remember. We probably talked with 
Mr. Snvder about it, but my memory just is not good enough to recall. 

Mr. Pincus. You do not recall that it ever came up before in dis- 
cussions of your committee with the Treasury? 

Mr. ParrserGc. The long-term bond? 

Mr. Pincus. Yes. 

Mr. Patrrserc. We have talked for a long time about the long- 
term market. Up to 1951, however, the long-term market was selling 
a good part of the time at par, and only because of Federal Reserve 
support. 

And some of the basic thinking had to be changed before the 
treasury could sell that 3 percent bond, or whatever coupon would 
have been required at that time to market a long-term issue. 
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I just don’t remember—— 
i. Pincus. Would you explain that last statement? I do not 
understand it. 

Mr. Parrsera. The 2% percent bond—— 

Mr. Pincus. Your statement that it had been selling at par, and 
something had to be changed before you could sell it 

Mr. Parrsera. Well, if the Federal Reserve bank or the Federal 
Reserve System was supporting long-term bonds at 2% percent, 
which I believe they were up to 1951, then if the Treasury sold a new 
long-term issue they would increase the supply of bonds coming 
into the Federal Reserve. 

The fact that the Federal Reserve was supporting prices would 
indicate that it would take a higher rate of interest than 2% percent 
to attract long-term investors. 

Now, if the Treasury sold a long-term bond with a higher coupon 
rate than 2% percent, and the Federal Reserve was buying at 2% 
percent at par, the Federal Reserve would probably buy a lot of 
securities. Investors could buy the new Treasury issue and, in turn, 
sell the outstanding 24s to the Federal Reserve. 

At that time I do not remember whether we talked about a long- 
term bond or not. That is going back pretty far. 

Mr. Pincus. To the best of your recollection, then, 1953 was the 
first recommendation you made on the subject? 

Mr. Parrsrera. That is when I remember it. 

Mr. Montrcomery. I have just one more question: Should it be 
determined that your committee is subject to the Department of 
Justice standards, do you feel that the committee would be willing to 
accept those standards and continue its operations under them? 

Mr. Parrnera. I am sure we would. 

Mr. Montraomery. You are sure you would not? 

Mr. Parrsera. I am sure we would. 

Mr. MonrGomery. You are sure you would. 

Mr. Parrrera. Yes, sir. 

Mr. Monraomery. That is all. 

Chairman Dawson. Any other questions, Mr. Jonas? 

Mr. Jonas. I think maybe we ougit to show in these various 
letters—are you going to put them in the record, the letters from the 
Department of Justice? 

Chairman Dawson. Yes. 

Mr. Jonas. I notice none of them, going back to 1950, was ad- 
dressed to the Treasury Department which, in justice to the Treasury 
Department, I think the record ought to show that. 

It bears out the statement of Mr. Fleming and that of Mr. Pattberg 
that he did not understand it was applicable to their consultations 
with Treasury Department operations. 

Chairman Dawson, It will go into the record. We just want to 
find out 

Mr. Jonas. I want it to be in the record. 

Chairman Dawson. We are very thankful to you, Mr. Pattberg, 
for your discussion of a very complicated matter. 

For those of us who deal in dollars by the tens and twenties instead 
of by the millions and billions, sometimes we cannot follow you so 
well. 


Mr. Parrsere. I am sorry if I caused any confusion. 
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Chairman Dawson. Could you give us some copies of the reports 
that you have made to your own Board of Governors? 

Mr. Parrsera. Yes, sir. 

Chairman Dawson. I would appreciate it very much. 

Mr. Parrserc. How far back would you like to go, sir? 

Chairman Dawson. A couple of years. 

Mr. Parrsera. I have them with me. I will give them to you. 

Chairman Dawson. We are interested in the effect these advisory 
committees have, and we are interested in the reports that they make, 
because we feel the people have a right to know at any time who 
influenced or who had anything to do with the Treasury Department. 

I think it is fair. I do not think, in your giving the information, 
there vas any effort to avoid a report or making a report, if called 
upon, but that was the method under which you operated, and you 
so stated it. 

Mr. Parrsere. That is right. 

Chairman Dawson. So I do believe a formal report, if made, can 
always be presented to the people any time they want to see it. 

Thank you so much, Mr. Pattberg. 

Mr. Parrsera. Thank you, sir. 

(The reports referred to are as follows:) 


REPORT OF THE GOVERNMENTAL SECURITIES COMMITTEE, INVESTMENT BANKERS 
ASSOCIATION OF AMERICA, 163p MEETING, BOARD OF GOVERNORS, THE GREEN- 
RRIER, WHITE SULPHUR SPRINGS, W. Va., May 16-19, 1956 


Since we last reported to you in December, our economy has continued to re- 
flect a high level of business activity and rising credit demands. Although soft 
spots have appeared in recent months, such as the automobile industry and home- 
building, the slack has been offset by gains in other areas. Confidence on the part 
of business and the consumer has been a pillar of strength in our economy. The 
President’s decision to seek a second term and the reported plans of industry for 
increased capital expenditures have added to this confidence. 

However, there are some clouds in the sky. Inventories are larger; consumer 
and business debt continues to rise; the farm problem remains with us; and the 
cost of goods and services has increased. The inflationary implications of in- 
dustry wide wage increases cannot be shrugged off. In addition, the rate of personal 
saving has been declining from that of recent years. 

The policies of the Federal Reserve System have continued in the direction of 
restraining the inflationary threat of overoptimism in our economy by curbing 
the excessive use of credit. The tools of Federal Reserve policy have been two- 
fold: open market operations and increases in the discount rate. Last month 
the rate was raised for the fifth time in a year to the highest level since 1933. It 
is only fair to state that Federal Reserve policies in recent months did not alone 
create tight money. Money is tight because there is a recordbreaking demand 
for it. 

At the year-end, commercial, agricultural, and industrial loans of commercial 
banks were at an alltime peak. These loans declined less than seasonally in Jan- 
uary and February, but in March a recordbreaking gain of more than $1.4 billion 
was registered. ‘The increase in loans was much greater than anticipated and 
occurred in a period of declining deposits. This trend reflected higher inventories, 
the March Federal income-tax payments and plans for increased industrial ex- 
pansicn. To accommodate the demand, banks increased their borrowings at the 
Federal Reserve banks and liquidated over $2 billion in Government securities 
during the period. In face of these powerful forces pressing against the money 
supply, the bond market could only go into further retreat. 

With depleted holdings of Treasury bills and other short-term securities, many 
banks found it necessary to sell intermediate securities despite the losses involved. 
The effect of this selling was to force yields in the bank maturity area to higher 
levels. At the end of April, the investment returns of certain issues maturing in 
2 to 5 years were higher than the yield from the 40-year 3-percent bonds. 
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The Government market has fluctuated widely since the beginning of this year. 
In January, when nonbank investors were reinvesting the proceeds of large new 
capital issues, and the consensus on the economic outlook was mildly bearish, 
prices advanced steadily and then reached a peak in February. Pressures devel- 
oped in March as commercial banks and institutional investors sold Governments 
to take care of the sharp rise in loan demand and heavy offerings of new corporate 
and municipal issues. The price decline accelerated in early April in anticipation 
of an advance in the discount rate. The low point was reached after the April 12 
announcement that the rates would go up in most Reserve districts to 2% percent 
and in the San Francisco and Minneapolis districts to 3 percent. Following 
a period of adjustment the market stabilized and in late April and early May a 
recovery set in. From the peak of the market in February to the low in April, 
long-term bonds fluctuated as much as 4 points and Treasury bills by 60 basis 
points. 

The Treasury had persisted in its efforts to improve the maturity structure of 
the debt. In November and again in March, holders of maturing issues were 
offered optional exchanges into 2% percent notes due in June of 1958. Shortly 
after the books were opened for this exchange in November, it became apparent 
that a large amount of the maturing securities might be turned in for redemption. 
An uncertain Government market adjusting to a recent increase in the discount 
rate, a need for cash by many holders of the maturing issues, and generally stringent 
money market conditions were contributing causes. At this point, the Federal 
Reserve System entered into commitments to purchase in the open market $167 
million of the new Treasury certificates. Also, Treasury trust accounts acquired 
$235 million Government securities during the month. Even though the market 
and the refunding operation were both helped by these actions, $847 million of 
the maturing securities or 7 percent of the issue were turned in for cash redemption. 

The support given by the Federal Reserve was an exception to the Open Market 
Committee’s policy—established in 1953—of operating only in the Treasury bill 
market for system account. In testimony before a subcommittee of the Conzress, 
Federal Reserve Board Chairman Martin said that the decision to support the 
the Treasury financing was made because of exceptional circumstances that were 
prevailing in consequence of a recent increase in the discount rate by the Federal 
Reserve banks. He said further that, circumstances permitting, he believed it 
would have been preferable for the Federal Reserve to have stayed out of the mar- 
ket and for the Treasury to have offset the large cash redemption of unexchanged 
certificates by the sale of additional Treasury bills. 

In March the Treasury refunded almost $9! billion maturing notes, of which 
85 billion were held by the Federal Reserve banks. The reopening of the 2% 
percent issue, and the offering of a new certificate, were well received—with over 
$2 billion of the maturing securities being exchanged for the 2% percent notes. 
Less than 2 percent of the maturing issues were turned in for cash redemption, the 
smallest percentage of attrition in more than 8 year. 

The long-term 3 percent bonds traded well above par during the early months 
of 1956 and for a while this appeared to be an invitation to the Treasury to sell 
additional long bonds. However, with the increased demands for eredit that 
appeared in March, the Treasury decided to withhold any offering of long-term 
bonds. The 3’s are now selling below par. It is not possible to foresee when the 
right moment will arrive for additional long-term financing. Your committee 
is hopeful that opportunities will arise in the not too distant future to make long- 
term bonds again a part of Treasury plans for building a better debt structure. 

Looking ahead, the Treasury calendar for the balance of 1956 includes some 
seasonal cash borrowing—probably in the form of tax anticipation securities 
and the refunding of $23 billion of called or maturing issues. It is to be noted 
that. Federal Reserve banks and Government agencies own almost $14 billion of 
the maturing securities, leaving only $9 billion of publie holdings to be refunded. 
Principal maturity dates are in August, when $12.5 billion securities come due; 
and in December, when the amount is about $9 billion. Market conditions 
permitting, it is to be hoped that the Treasury will be able to refund at least 
part into maturities longer than 1 year. The need for doing so is best illus- 
trated by the fact that if all maturing securities during the balance of the year 
are exchanged into l-year obligations, the 1 year Treasury debt at the end of 
1956 will be approximately $10 billion greater than that of a year earlier. 

An understanding of the objectives of the Treasury policy, and the cooperation 
of all segments of the financial community, bankers, dealers, and investors, are 
necessary components of successful Treasury marketing operations. 
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The Treasury is already benefiting from its policy of consolidating maturities 
and extending the debt. In the prevailing period of tight money the Treasury 
is not faced with any maturing refundable debt and will not be, until next August 
15, an interval of 5 months since the last refunding. 

A Treasury decision that will be of interest to the market relates to whether 
the budget surplus expected this vear will be used to retire outstanding debt and, 
if so, the manner in which it will be done. Periodic surpluses are likely for the 
indefinite future. The kind and maturities of debt retired from the surplus will 
influence relative rate levels and the availability of different securities. 

In the December report you committee stated it was their opinion that Federal 
Reserve policy would be decided without regard to popularity or political con- 
siderations and would be based solely on the System’s judgment of the health 
of general business. Federal Reserve policy was mentioned at a press conference 
on April 25 when President Eisenhower was asked whether his advisers had 
reservations about the latest increase in interest rates by the Federal Reserve. 
The President was reported to have stated: ‘“‘The Federal Reserve Board is set 
up as a separate agency of Government. It is not under the authority of the 
President and I really personally believe it would be a mistake to make it defin- 
itely and directly responsible to the political head of the State.’ 

The Presidential declaration, viewed against the background of recent monetary 
decisions, should dispel any doubt about the independence and fortitude of our 
Federal Reserve System. The President’s words give assurance that the Reserve 
System’s efforts to maintain the integrity of money is held in utmost respect at 
the White House. 

Confidence in the buying power of the dollar is the cornerstone for the further 
expansion of our economy. If plant capacity and business activity are to press 
on to new peaks, it is imperative that this further growth be rooted firmly in 
increased savings rather than in bank credit. The rate of personal savin’s has 
been declining in recent years. If this trend is to be reversed, we cannot accept 
the theory that inflation, even a little creeping inflation, is good for us or inevitable. 
We must look to those authorities charged with fiscal debt and monetary manage- 
ment to safeguard our financial future by sound and effective action. At times, 
these actions may result in higher interest rates and lower bond prices. Although 
some sections of the business and financial community may thus encounter vexing 
problems, the long-term benefits to the economy are bound to outweigh any 
temporary disadvantages. 

Respectfully submitted. 


The Governmental Securities Committee: Emil J. Pattberg, Jr., chair- 
man; Robert B. Blyth, Milton S. Bosley, Wendell T. Burns, 
Dwight W. Chapman, F.. Newell Childs, Robert H. Craft, James 
A. Cranford, Stewart A. Dunn, W. Wayne Glover, Sheldon R. 
Green, H. Lyman Greer, Hardin H. Hawes, David M. Kennedy, 
Russell A. Kent, Frederick G. Larkin, Jr., Ralph F. Leach, Pat 
G. Morris, Robert C. Morris, Delmont K. Pfeffer, L. Sumner 
Pruyne, Herbert N. Repp, F. Brian Reuter, Rudolf Smutny. 





REPORT OF THE GOVERNMENTAL SECURITIES COMMITTEE, INVESTMENT BANKERS 
ASSOCIATION OF AMERICA, 44TH ANNUAL CONVENTION, HoLLywoop BrEAcH 
Hore.t, HoLtywoop, Fua., NOVEMBER 27—DECEMBER 2, 1955 


The past year in the governmental securities market has been notable for its 
contrast with the year before. In 1954 the policies of the Federal Reserve System 
and the Treasury were aimed at countering a business recession. In 1955, these 
agencies and others have cooperated in restraining the inflationary aspects of 
overoptimism in the economy and an excessive use of credit. 

At our meeting here last year we described the policy of “active ease’’ followed 
during 1954 by the Federal Reserve. The arithmetical measure of this policy— 
the thermometer reading if you will—was the substantial volume of free reserves 
in the banking system when measured over a period of many weeks. We suggested 
that any persistent deviation in this indicator would be evidence of a change in 
the direction of monetary policy. 

During much of 1954 free reserves averaged more than $600 million, assuring 
ample funds for the expansion of bank loans and investments. The result was 
strength in the bond market. At the same time we pointed out that a sustained 
uptrend in business indexes might lead to a reversal of policy. 
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Shortly after this, when it became apparent that business no longer needed the 
stimulus of very easy money, there was a perceptible change in Federal Reserve 
policy. The volume of free reserves in the banking system was allowed to fall 
until by last summer they had entered the below zero level. This minus figure is 
now often referred to as ‘‘negative free reserves” or ‘‘net borrowed reserves’’— 
that is, the difference between excess reserves and member bank borrowings at the 
Reserve banks. These net borrowed reserves have increased until in recent 
weeks they have reached nearly $600 million—that is $600 million below zero. 

This persistent program of reducing the availability of bank credit has had 
substantial effect on investment yields. The rate of return on long-term Treasury 
bonds has risen about 30 basis points, with AAA municipal bonds showing nearly 
as much change. The yield on high-grade corporate bonds has risen but to & 
lesser degree, which has minimized the loss taken by some investors in raising 
funds for other purposes. The yield on Treasury bills, the most sensitive instru- 
ment in the investment field, has more than doubled. 

The Federal Reserve brought about these changes by reducing or limiting 
Reserve credit at a time when the demand for such credit was increasing. The 
mechanism was the sale or maturity of part of its portfolio of Treasury bills. 
At the same time, the Reserve System and certain of the Government agencies 
resorted to various further actions in an effort to head off excessive—and possibly 
speculative—expansion of credit. 

In January, margin requirements were raised. 

In February, the Treasury offered, through a refunding, a long-term 3 percent 
bond to compete mildly with private capital demands. 

In April, margin requirements were raised again. The discount rate was in- 
creased to 134 percent. The Veterans’ Administration eliminated ‘‘no no-down- 
payment’? mortgages—loans against which veterans did not even pay closing 
costs in cash. 

In July, the Treasury reopened for cash the long-term 3 percent bonds offered 
in February. 

In August, the discount rate was raised from 134 to 24 percent by one Federal 
Reserve bank and from 1% to 2 percent by all others. During the next few weeks 
a 244 percent rate became uniformly effective. 

In September, the Federal home-loan banks moved to restrict new loans by 
savings and loan associations. 

In November, the discount rate was raised for the fourth time, to 2% percent. 

The sudden illness of the President in late September and the ensuing stock 
market break created uncertainty as to the business future. This resulted in the 
credit authorities following a plan of watchful waiting for some weeks, during 
which the average level of ‘‘negative free reserves’ showed very little fluctuation. 

Nothing was done, however, to indicate a reversal of policy. Nevertheless, in 
the market place the relief from additional restraint caused some rise in the price 
of medium- and long-term bonds. The approach of 1956 also stimulated buying 
of bonds, in the popular belief that for political purposes money would be eased 
by the Federal Reserve early next year. 

In recent weeks the authorities permitted strong seasonal influences to increase 
‘negative free reserves’”’ further and once again raised the discount rate with the 
aim of restoring the atmosphere of restraint that was almost lost during the 
October pause. 

This action of the Federal Reserve System should dispel any expectation of 


easier money on the basis of an election. It is the opinion of your committee 
that, restraint or no restraint, money market decisions most definitely will be 
made outside of political considerations. It seems safer to assume that each 


move, regardless of its popularity, will be based solely upon the System’s judgment 
of the health of general business. Sound prosperity is the only goal toward 
which the System is working. It would be better, possibly, to forget polities 
and instead to watch the Board’s really tangible actions—for example, the 
thermometer level at which ‘‘negative free reserves’? and the actual level of 
discounts are being maintained. The pace of credit expansion, including con- 
sumer credit, and the story told by current business statistics, speak louder than 
the guesses of the market place. 

Another observation on this point is that over the past several years there has 
developed a closer coordination of thinking and freer exchange of views among 
those in Government responsible for economic policy. This closer relationship 
should not be interpreted, however, as reflecting any change in the independence 
of the Federal Reserve System, Rather, the correlation of policies has come 
about as the result of a much more orthodox approach to economic and debt 
management problems by the Treasury, the Reserve Board, and the Council of 
Economic Advisers, each working independently. 
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What have been the effects of restraint during the year? For borrowers, money 
has been available but somewhat harder to find and more expensive. Lower 
prices for bonds have meant that a lender must consider the loss to be taken in 
selling them to obtain funds to lend for other purposes. In the construction 
industry, where speculative symptoms appeared, there is less exuberance, and 
housing starts are expected to decline moderately in 1956. Consumer credit is 
still rising at a rapid clip but some marginal borrowing may have been deterred. 
Municipalities have become more cost conscious in planning new borrowing. 
In August, a threatened bunching of new issues was avoided either through 
eancellation or postponement of certain offerings. 

Under the pressures imposed by the demand for funds and the restrictive effect 
of official policy, there has been a dramatic change in ownership of Government 
securities. During the current year the weekly reporting banks have reduced 
their portfolios by “$7 billion and the Reserve System by $1 billion. At the same 
time the public debt has risen by $1 billion. At least $9 billion of Government 
securities, therefore, have found their way into the hands of nonbank investors. 
Largely beaause of this shift, expansion of the money supply has been contained 
within reasonable bounds even though bank loans were rapidly increasing. 

Much of the demand for Government securities has been from nonfinancial 
eorporations. With hizh profits, large tax accruals, and rapid amortization of 
plant and equipment, business concerns have been heavy buyers, chiefly of short 
maturities, where the increase in rate made it attractive. Additional buying of 
short-term securities also resulted from the temporary investment of cash raised 
throu rh capital issues. 

Nonbank buying at times has been strong enough to bring substantial rallies 
in the Treasury market, leading to questions as to whether credit policy had 
changed. But the fact seems to be that economic conditions have produced a 
group of nonbank lenders with sufficient funds to mask at times the degree of 
tightness of money in the banking system. One of the real accomplishments of 
monetary policy this year has been that the longer term capital markets have not 
become disorganized, even though eredit conditions in the banking system have 
become prozressively tizhter. It seems clear that the constant investment of 
pension funds has slaieaieed the decline in price in the longer area, and the 
practice of warehousing mortgazes has undoubtedly contributed to this orderliness 
by eliminating the necessity for mortgage buyers to sell bonds hastily. The 
strong stock market has facilitated raising capital by equity financing rather 
than by debt obligations. 

The Treasury in 1955 shaped its financing operations to the restrictions imposed 
by credit policy and the public debt limit. It continued to extend maturities 
whenever possible. The most tanvible accomplishment in this direction was 
placement during the year of $2.7 billion of 3 percent bonds of which $800 million 
were sold for cash. For the balance of its cash needs the Treasury basically relied 
on the short-term market. These were met by the issuance of $5 billion of tax 
anticipation certificates and by increases in Treasury bill offerings totaling $1.3 
billion. In large part, the offerings were taken by the banks in the first instance 
as underwriters, and subsequently transferred through the market to nonbank 
purchasers as their funds became available. 

Our committee continues to support the Treasury policy of extending maturi- 
ties. The experience of this year has demonstrated that it is possible for the 
Treasury to sell long-term bonds through both a refunding and a cash offering 
without harmful effects on a strong business picture if the size and timing of offer- 
ings are appropriate. 

There will be opportunities to sell more long-term bonds and any such offerings 
mizht well be made by increasing the still comparatively small issue of outstand- 
ing 3’s. It is likely that only through the reopening process will a long-term 
Government issue of respresentative size be established. 

Lookinz ahead to 1956, the Treasury’s financing problem, compared to recent 
years, is an easier one. This is the result of successful actions over the last 3 
vears in consolidating and extending maturities. Marketable issues to be re- 
funded mature mainly in March, August, September, and December. Assuming 
an estimate of the result of the present refunding, the total is some $33 billion 
(excluding tax anticipation certificates and Treasury bills) nearly half of which is 
owned by the Reserve System. 

The Federal budget for the current fiscal year promises to be in balance, at 
least on a cash basis. Continued high business activity and employment bolster 
hopes for balance even in the face of possible tax reduction, 

Due largely to the heavy concentration of corporate tax payments under the 
Mills plan debt retirement will again be very substantial in the first half of the 
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ealendar year 1956 and tax anticipation borrowing will be required in the second 
half. This will call for at least another temporary increase in the debt limit, 
which returns to its statutory figure of $275 billion on June 30 next. 

In conclusion, your committee would like to reemphasize that 1955, like the 
previous 2 years “has: been one of: marked. change in the application of flexible 
monetary and credit policies. While credit has been getting progressively 
harder to get and more expensive, it has been and will continue to be available 
for all productive purposes. We are learning once again to live with free markets 
and in so doing are benefiting from the moderating influence these monetary 
and credit policies have on the health of business, They are contributing im- 
measurably to the continuance of a sound and vigorous economy. 

Respectfully submitted. 

The Governmental Securities Committee: Herbert N. Repp, chairman; 
Milton S. Bosley, Wendell T. Burns, Dwight W. Chapman, 
F, Newell Childs, Robert H. Craft, James A. Cranford, Stewart 
A. Dunn, Robert R. Gilbert, Jr., W. Wayne Glover, Sheldon R. 
Green, H. Lyman Greer, Hardin H. Hawes, Russell A. Kent, 
George B. Kneass, Frederick G. Larkin, Jr., Ralph F. Leach, 
Pat G. Morris, Robert C. Morris, Emil J. Pattberg, Jr., Delmont 
K. Pfeffer, L. Sumner Pruyne, F. Brian Reuter, Rudolf Smutny. 


REPORT OF GOVERNMENTAL SECURITIES COMMITTEF, INVESTMENT BANEERS 
ASSOCIATION OF AMpRICA, 159TH MEBTING OF THE BOARD OF GOVERNORS, 
WuitE SuLPHUR Sperines, W. Va., May 18-20, 1955 


Since we reported to you last December in Hollywood the whole monetary and 
credit backzround has chanzed. The easy eredit conditions of 1954 have given 
place to firmer money, in respons? to both a sharp upturn in the trend of general 
business and a correspondin: shift in the policies of the Federal Reserve System 

You will recall that at White Sulphur a year azo and azain last December our 


reports stressed the then existing easy money policy of the Reserve System. Its 
aim was the stimulation of business during a time of slackened activity. In 
December, however, our report did point out that any important sustained 
strenzth in business indexes could lead to a less easy money marke 


In carrving out the 1954 policy of ease, the Reserve authorities cut the discount 


rate twice and also reduced by a substantial amount the cash reserves that membet 
banks are required to maintain. In addition, the System so conducted its buying 
and selling of Treasury bills as to maintain a volume of free reserves wl at its 
peak averazred around $750 million. We continue to re ard the | 
free reserves, viewed over a pe riod of ore th I just I or 2 \ eks, I I lcator 
of Federal Reserve policy. Another indieator is the Olume Oi BDO! vin Dy 
banks from the Svstem and from each oth 
After our December meetin’, it became evident that ceneral busines 
had broadened and that a marked recovery as taking pl: Sin business no 
lonzer needed the stimulus of easy money, and because a certain amou of 
speculative activity bezan to show up here and there, the Reserve System acted 
to restrain such speculation by movin away [ro he earlier pre é 1 of i ive 
ease.” It allows | net free reserves to fall gradually In th las a! ) I Lnese 
net reserves have averaged somewhat less than $100 million, and in 1 week the 
net fizure was below zero. 
Furthermore, in April the discount rates of the Federal Reserve banks were 
raised from 1% to 134 percent. This action was taken in response to increasing 


demand for all forms of credit, and also to rising vields on United States Govern- 
ment and other fixed-income securities which naturally followed the larger credit 
demand. In addition, in recoznition of the rapid runup in prices and the lar 
volume of trading in stocks, margin requirements were increased in two steps to 
70 percent. 

Thus it can be seen that developments in the economy, as they determine 
Federal Reserve policy, will set the course of the money market. The Reserve 
System’s policy has been to provide ample credit for normal growth, including the 
needs of both business and the Treasury, while discouraging inflationary ten- 
dencies and speculative exce:ses. Its suecess, along with that of other efforts, has 
contributed much to the stability of the cost of living for many months past, even 
while the upturn in business has taken place. Accordingly we approve of both 
the policy and the manner in which it has been carried out. 
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This change of recent months in credit conditions has seen the free market 
for Government securities operating in a satisfactory manner. Late last year, 
and in February this year, $35 billion of Treasury debt was refunded in two mas- 
sive operations without direct help form the Federal Reserve System. The 
System took no active part in these operations other than to exchange the securi- 
ties already in its portfolio for the new ones and to contribute to the maintenance 
of general eredit conditions broadly appropriate to the health of the economy. 
The market mechanism did the essential job. 

The Treasury has continued to make progress toward extending maturities 
and rearranging them on a more orderly schedule. As part of the February 
financing, it offered for the first time in about 2 years a long-term bond—a 3 per- 
cent issue maturing in 40 years. 

In accordance with the Treasury’s preference for leading rather than forcing 
the market to extension of maturities, holders of the issue being refunded were 
offered the choice of taking either the new 3 percent bond or a 13-month note. 
Yet, in spite of the keen competition for long-term credit from a mortgage mar- 
ket stimulated by the building boom, $1.9 billion of the 40-year bonds were taken. 

This successful offering carried other advantages from the standpoint of the 
Treasury. It established a realistic guide to the price the market is willing to pay 
for long-term Government credit. It showed that from time to time such securi- 
ties can be offered without danger to the health of general business. And it gave 
cooperation to the Federal Reserve policy by offering modest compteition to the 
mortgage market. 

From the standpoint of investors, free markets have provided them with both 
responsibilities and new opportunities. The manner in which the February 
exchange offering of long-term bonds was accomplished shows how the responsi- 
bilities are being assumed, 

The 27% percent bonds which came due at that time were owned almost entirely 
by banks and corporations, to which they were of value primarily for their early 
maturity and tax exemption. Few of these owners were interested as permanent 
investors in 40-year bonds. 

Yet about 73 percent of the 274 percent was converted into the 3s by a switching 
rs conducted rapidly and efficiently through the market mechanism. 

ommercial banks, dealers, and other holders assumed their underwriting respon- 
sibility by converting into the 40-year securities, many with the expectation of 
selling them later. ‘The process of distribution of these 40-year 3s into the port- 
folios of more permanent investors has made exceptionally good progress. 

The May financing, just completed, had as its purpose the refunding of $3.9 
billion 1% percent certificates of indebtedness due on May 17 and raising cash for 
the redemption of about $2 billion nonmarketable savings notes due in May and 
June. Also, the Treasury recognized that under prevailing conditions it would 
be faced with a larger than normal attrition against the maturing issue, and 
accordingly planned for this in setting the amount of its cash offering at $2.5 
billion. Hence, in effect, the entire $6.5 billion operation was a refunding. Surveys 
of the market, in which your committee cooperated, indicated an appetite only 
for relatively short maturities, and that in this instance the Treasury’s goal of 
debt extension might best be temporarily set aside. A single issue, a 15-month 
2-percent note maturing in August 1956, was chosen. Important considerations 
were the elimination of the May maturity and the possibility of eventual con- 
solidation with other August maturities. ‘The less frequently the Treasury must 
come to the market, the tess often will its requirements encounter possible conflict 
either with Federal Reserve policy or with private capital issues, 

While the 2 percent issue was not enthusiastically received, it must be considered 
against the background of a relatively firm money market. The $4 billion cash 
subscriptions and the 62 percent allotment are unsatisfactory only in relation to 
some of the figures of the past which were obtained in an atmosphere of easy 
money. 

In setting the refunding terms at 2 percent for 15 months the Treasury felt it 
was offering a fair going rate for extension for that period. However, holders of 
$700 million, either not satisfied with the terms or having immediate needs for 
their funds, elected not to accept the exchange. Those who did accept were 
impressed by the pickup in yield from 14% percent to 2 percent, in contrast with 
the alternative of reinvesting in shorter maturities at lower yields. 

Looking ahead to the second half of this year, and including provision for the 
payment of $2 billion nonmarketable savings notes, the Treasury must borrow 
about $10 billion, of which $4 billion will probably be needed in July and the 
remainder in the fall. The need then for so much new money arises principally 
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from the operation of the Mills plan under which major corporate tax payments 
are made in the first 6 months and Treasury deficits are faced in the last 6 months, 
There are encouraging indications that we are now close to a balaneed budget. 
Hence it is possible that cash borrowed this fall might be repaid during the first 
half of 1956. 

In addition to its cash needs the Treasury must also refund August and 
December maturities totaling about $20 billion. A breakdown of ownership 
shows that only $9.2 billion of the $20 billion are owned outside of the Reserve 
System. For privately held Government securities, this represents one of the 
lightest refunding schedules in years, and is an illustration of gains achieved from 
extensive refunding programs already carried out by the Treasury. 

Before the Treasury can cover its cash needs, Congress will have to increase 
the statutory debt limit, which under existing law falls back to $275 billion on 
June 30. This level would allow virtually no leeway for additional cash financing. 

These necessitous Treasury operations pose many serious questions. In our 
fully prospering economy, for instance, where can this additional money best be 
found? Or how can a restraining credit policy, perhaps so necessary on other 
fronts, be pursued while the Treasury is seeking billions in cash? What effect 
will such Treasury financing have in competition with the needs of State, munici- 
pal, and private enterprise which now are being contemplated? Does not the 
experience of this month’s Treasury cash and refunding operation point up 
problems to be faced by the Treasury, the Reserve System, and the markets in 
coping with financing deficits even of a temporary nature during an atmosphere 
of expanding business and credit demands? ‘These questions serve to emphasize 
the change in conditions since we last met. The problems of debt management 
are entirely different when they have to be exercised against a background of 
firm money markets in contrast to the conditions of active ease experienced in 
1954. The answers to be found over the months ahead will certainly be different 
from those of the past year, but there should be no doubt that those answers can 
be just as successful in serving the requirements of the economy as a whole. 

Orthodoxy in central banking and Treasury policies is again receiving wo: ldwide 
acceptance and is proving to be an economic tool of great utility. ‘To continue 
to make it effective, it must have the understanding and backing of the financial 
community. 


REPORT OF THE GOVERNMENTAL SECURITIES COMMITTER, INVESTMENT BANKERS 
ASSOCIATION OF AMERICA, 43D ANNUAL CONVENTION, HOLLYWoop BEACH 
Hore.t, Hottywoop Fuia., NOVEMBER 28—-DeceMBER 3, 1954 


The major influences in the Government securities market during the year 
1954 have been the policy of ‘‘active ease’ followed by the Federal Reserve 
System, and the debt management program of the present administration of the 
Treasury which also was constructively conducted with the economic climate in 
mind, 

FEDERAL RESERVE BOARD MONETARY POLICY 


In the implementation of the Federal Reserve program of active ease in the 
money market which was designed to encourage lending and borrowing, 3 methods 
were used—open market operations, 2 reductions in the discount rate, and a 
reduction in reserve requirements. 

During the first 6 months of the year, the Government securities market was 
strongly influenced in the direction of higher prices by actions of the Reserve 
authorities, and by expectation of further moves. The rate on 90-day Treasury 
bills moved from 1.63 percent to .65 percent, and yields on long-term Treasury 
bonds from 2.96 percent to approximately 2.65 percent. 

In the June to August period reserve requirements of member banks were 
reduced by $1.5 billion. This was apparently done to provide in advance of its 
actual need a degree of liquidity in the banking system that would create a 
favorable background for the absorption of a heavy corporate and municipal 
new issue calendar, the Treasury’s own cash requirements, and the expected 
seasonal expansion of credit needs by business and agriculture. 

Having released these reserves in advance of their need so that their availa- 
bility was known, the Open Market Committee of the Federal Reserve System 
(from June to August) sold or allowed to mature Treasury bills in an amount 
closely corresponding to the reduction in requirements. In this way banks were 
provided with temporary investments for these funds, and an unwarranted ero- 
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sion of money rates was prevented. The sale of bills emphasized that the pur- 
pas of the change in reserve requirements was.to add to the liquidity of the 

anking system and not to the volume of free reserves. It also suggested to 
investors that they might have over discounted the real objectives of monetary 
policy. Subsequently, Treasury bill yields adjusted upward until by late August 
they had reached a 1 percent basis. Long-term Treasury bonds followed the 
Treasury bill trend with a decline that ran about two points. 

It would appear that the objective in this period was to maintain free reserves 
in the neighborhood of $750 million. (These are the aggregate excess reserves of 
all member banks after subtracting their borrowings at the Federal.) A volume 
of this magnitude apparently was deemed sufficient, in the official mind, to keep 
ample credit available. 

Maintenance of the current level of reserves has in some weeks required pur- 
chases of Treasury bills by the Open Market Committee, and in others, sales. In 
neither case was there necessarily indicated any change in basie policy. As a 
matter of record the average of free reserves has not varied materially from the 
$750 million figure. It might be well to point up that the degree of “active ease’’ 
ean best be measured by the monthly average of the banking system’s net free 
reserves, rather than placing emphasis on transactions in any one given week. In 
some weeks the figures vary considerably above or below the desired amount as 
a result of such things as unpredictable and temporary changes in the Treasury’s 
cash balance, money in circulation, ete. 

It is apparent that the Federal has maintained a volume of free reserves in the 
banking system that was considered adequate to counter a moderate business 
recession. It might then follow that any important sustained strength in business 
indexes could lead to a policy of a somewhat less generous level of free reserves. 


TREASURY DEBT MANACEMENT POLICY 


The Treasury also conducted its debt management program with the aim of 
encouraging business growth. This meant that the Treasury avoided the issuance 
of a long-term bond, believing that such an offering would interfere with the raising 
of funds by home builders, corporations, and public bodies whose activities were 
serving to bolster the economy. 

Even though the Treasury did not resort to long-bond financing in 1954, it did 
vigorously push its program of debt structure improvement. Significant results 
were obtained, primarily by lengthening that portion of the debt held by the 
banking system. 

The Treasury announced yesterday the very successful results of its refunding 
of 17 billion securities due December 15. This was the second largest refinancing 
operation in its history, 10 billion of these maturities were owned by investors 
other than the Federal Reserve System. Of this amount nearly 7 billion were 
eonverted into the intermediate security due in 1963 while only 3 billion were 
converted into the issues due within | year. This is another important for- 
ward step toward the Treasurv’s objective. Including the December refunding 
a total of approximately $31 billion of debt has been pla7ed this vear in the 3- to 
9-year area. This represents a subs\antial gain over the $9 billion of extension 
accomplished in 1953. 

The inereased supply of intermediate issues that resulted from the Treasury’s 
program of debt pattern improvement also contributed to the slow price decline 
which has taken place since July. 

We are now nearing the end of this current phase of heavy refundings which 
have largely been directed at the banking system. After dealing with the $15 
billion maturing next February and March, no major refunding operations of 
maturing obligations need be contemplated for nearly 2 years. [Exeluding weekly 
Treasury bills and those maturities held by the Federal Reserve System, Treasury 
refundings of currently outstanding marketable debt from April 1955 through 
March 1957 will total $20 billion as compared with $46 billion for the 2-year 
period just past. This indicates that the Treasury is beginning to obtain some 
results from its debt extension program. 

Assuming a continuation of the recent improvement in business, the time is 
approaching when the Treasury need be less concerned about interfering with the 
private sector of the market through the issuance of a long-term bond. The 
Governmental Securities Committee strongly favors the undertaking of long 
financing in such an atmosphere. 

Long-term Treasury offerings could be made either in refunding operations or 
for cash, Although new cash requirements of the Treasury appear to be very 
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small during the first half of 1955, any funds raised through the sale of long bonds 
could be used, for example, to retire maturing tax savings notes. It is a rather 
striking fact that since 1945'there hasbeen offered only onelong-term marketable 
Treasury bond, the relatively small issue of 3}4s sold in 1953. Pricing new issues 
will present some problems because the volume outstanding in the long area now 
is not sufficient to provide an adequate yardstick. This fact must be taken into 
consideration when the time is appropriate for the issuance of a long-term security, 
and the new offering should be in an amount to require a-rate that will more 
realistically appraise the value of long-term Treasury money. 


DEBT LIMIT 


In the coming year the Treasury will again be confronted with the statutory 
limitation on the debt. The recent temporary increase of $6 billion expires on 
June 30 next. Before that time Congress must face up to this situation so that 
the Treasury will be in a position to meet the obligations imposed upon it by 
appropriations of the Congress. 

fo conclude its report the committee would like to comment that again in 
1954 all Treasury financing operations were successfully carried out in a free 
market without any direct assistance from the Federal Reserve. 

Your committee believes that the Treasury debt management policies and the 
monetary policies of the Federal Reserve System have both played a constructive 
role in the recovery of business activity. 

Respectfully submitted. 

The Governmental Securities Committee: Herbert N. Repp, chair- 
man; Robert B. Blyth, Milton 8S. Bosley, Wendell T. Burns, 
Dwight W. Chapman, F. Newell Childs, Robert H. Crajt, 
James A. Cranford, Stewart A. Dunn, Robert R. Gilbert, Jr., 
W. Wayne Glover, Sheldon R. Green, H. Lyman Greer, Hardin 
H. Hawes, Russell A. Kent, George B. Kneass, Frederick G 
Larkin, Jr., Ralph F. Leach, Pat G. Morris, Robert C. Morris, 
Emil J. Pattberg, Jr., Delmont K. Pfeffer, L. Sumner Pruyne, 
F. Brian Reuter, William P. Sharpe, Rudolf Smutney, J. W. Speas, 





REPORT OF THE GOVERNMENTAL SECURITIES COMMITTEE, INVESTMENT BANKERS 
ASSOCIATION OF AMERICA, MEETING, BoARD OF GOVERNORS, WHITE SULPHUR 
SPRINGS, May 20, 1954 


The Treasury has continued to seek, and to receive, advice on its financing 
; r 1) f 


problems from your Governmental Securities Committee. Either the full com- 
mittee or the subcommittee has met with Treasury officials prior to each major 
financing operation. As chairman, I have been able to benefit from the valuabl 
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help of the members of the committee, who have been diligent in sounding out 
and reporting the investment needs and desires of the geographical areas they 
represent, as well as in contributing their own sound and well-considered advice 
rable 
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They have also given generously of their time and have often traveled consid 
distances on committee matters. 

Since the meeting in Hollywood last December, marked changes have occurred 
in the general business scene, in credit policy, and in Treasury debt management 
operations. General business, for instance, has seen some further reduction 
in activity and employment. In these circumstances, the Open Market Com- 
mittee of the Federal Reserve System in December embarked upon a policy whicl 
it describes as one of active ease. Its executive committee was directed to operate 
with a view ‘‘to promoting growth and stability in the economy by actively main- 
taining a condition of ease in the money market.’’ 

The tools used have been security purchases in the open market, extensive 
of repurchase agreements with Government securities dealers, and two reduct 
in the discount rate. The repurchase agreement, a particularly useful device for 
avoiding temporary strains in the money market, was employed skillfully over 
the year-end to moderate the impact of the flow of funds out of the market and 
the subsequent return of funds after New Year’s Day. During this difficul 
period the authorities temporarily reduced the rate for this type of aecommodatior 
and thus helped the market to make the necessary adjustments. In administering 
its policy of active ease, the Federal Reserve has striven to avoid tlooding the 
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market with a large volume of excess reserves. Its aim has seemed to be, ins 
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to assure the market that an adequate volume of reserve credit will be constantly 
available, and thus to encourage lending. Of the two reductions in the discount 
rate, the first was described as having been taking to aline the rate to existing 
market rates, while the second to reaffirm the policy of active ease. 

As-in previous periods of transition to a slackening demand for credit and 
a shift in monetary policy, the decline in yields on United States Treasury 
securities has led the way, with corporate, municipal, mortgage, and bank credit 
rates closely following. Because of better public and investor understanding of 
the workings of monetary and credit policy, the effect of a policy of active ease 
appears to have been more prompt and pervasive throughout the capital and 
credit markets than in earlier periods. Our Committee is in accord with this 
policy of ease, but once credit is amply available care should be taken by the 
authorities that the policy is not carried too far. 

This environment of ease and declining yields provided the Treasury Depart- 
ment with favorable conditions for a further step in achieving a b-tter debt 
structure, In February our Committee met for 2 days in Washington and ex- 
changed views on market conditions, We reported to the Treasury that the 
market recognized a major change was taking place in the interest rate structure. 
In this frame of mind, investors would be receptive to a substantial refunding if the 
Treasury wished to try a new approach of funding large issues in advance of 
actual maturity dates. Favoring such an attempt, we submitted an appropriate 
plan. Shortly thereafter, the Treasury Department announced the refunding 
of no less than $21 billion in securities, some of which were not due until June. 
The sucess of the refunding wes most gratifying, with more than $11 billion of 
the total involved being moved out to the 2% percent bonds of about 8 years’ 
maturity. 

The result of 7 lengthening operations out of the last 11 times the Treasury 
has come to the market has placed $25 billions beyond 1 year. Despite this, the 
average maturity of the debt has becn extend d, since the present administration 
took offce, from 3 years 8 months to only 4 years 1 month. 

In addition to improving the debt structure, each of the Treasury’s debt man- 
agement decisions has also had to take into account the best interests of the 
economy as a whole. This requirement ree ived top consideration in March, for 
example, when the Treasury decided not to offer a long-term bond either for cash 
or in «xchange, even though the upward trend of the market demonstrated an 
unsatisfiid demand for long-t-rm securitics. The reasoning behind this decision 
was clearly stated by Secretary Humphrey as follows: 

“Tn the current economic environment the Treasury has purposely done its 
financing in a way that would not interfere with the availability of long-term in- 
vestment funds to corporations, State and local governments, and for mortgages 
to homeowners.”’ 

While vour committee duly appreciates and accepts the Treasury’s reasons for 
this d- cision, we believe an uncompromising adh-rence to this view presents diffi- 
culties as serious as would be created by a rigid determination to sell all the long- 
term bonds possible at this time. We are convine-d that there is a middle way 
between the two extremes. In fact, some proj-ctions suggest that bfore the 
year is out there may be some decline of other capital demands. If this. material- 
izes, tog’ ther with the prospect of continued heavy savings, it would be feasible 
for the Treasury to enter the long-term market, while still leaving enough capital 
to take care of the needs of an economy being encouraged to make a recovery. 
Such a cours», to be sure, will require the most carcful judgment and the most 
skillful estimate of supply and demand. We are certain that the Treasury has 
not lost sight of its commitm: nt to develop a bettcr balane-d debt structure and 
we shall continue to recommend that they pursue this objective at every reasonable 
opportunity. 

Last week there was completed a cash offering, combined with a refund- 
ing. totaling $9 billion, which included a note maturing in about 5 years. In 
the current busin’ss situation, the selection of a note maturity for this cash offer- 
ing was consistent with the Treasury policy, mentioned earlier, of not competing 
with private borrowers for the available supply of long term funds, while still 
trying to achieve some mod°st extension of maturiti*s. 

As constructive as have been the Treasury’s reeent accomplishments, the prob- 
lems—and the opportunities—remain great. Its cash requirements for the bal- 
ance of 1954 are estimat d at $10 billion. Excluding Treasury bills falling due, 
it must also refund some $25 billion maturing in August, September, and Decem- 
ber, approximating $8 billion of which is held in the Federal Reserve portfolio. 
And, always, there is the passing of tinte that keeps rolling the debt in toward the 
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maturity shore. If, together. with this factor, all the cash and refunding opera- 
tions between now and the year-end should be confined to the l-year area. the 
1-year or shorter debt—exclusive of bills—would jump from $44 billion on May 
17 to $61 billion: by December 381. 

Figures like these point up how hard the Treasury has had to run to keep up 
with itself, and also why it is that your committee attaches importance to constant 
efforts to improve the maturity schedule. We also strongly approve the Treas- 
ury’s objective to reduce the number of times it comes to the market. A general 
objective of not more than 5 times a year seems appropriate to us; it has been 
running about 8 or 9 times. Prudent combining of Treasury financing operations 
this summer and fall could result in more orderly conditions and mean less 
interference with private financing. 

While your committee vigorously supports economy in Government, it holds 
an equally firm conviction that once appropriations are made, the Treasury must 
be enabled to pay its bills. Therefore, before the Congress adjourns it must 
increase the debt limit. The new ceiling should not provide a bare minimum 
but enough room for emergencies, as well as for permitting the Treasury to grasp 
any favorable financing opportunities that may develop. This ability has been 
denied the Treasury by the debt limitation maintained during the past year. 

The committee also favors extending for another 2 years the authority of the 
Federal Reserve banks to purchase up to $5 billion of United States securities 
directly from the Treasury. This authority has been in use for a number of years 
and has never been abused. Its purpose is to allow temporary borrowing from 
the Federal by the Treasury in anticipation of taxes. Borrowing of this nature, 
followed by prompt repayment from tax receipts, provides an efficient and busi- 
nesslike operating procedure for both the Treasury and the Federal Reserve. In 
effect, it is merely an overdraft privilege with the Reserve banks. 

In conclusion, your Committee notes that the Treasury and Federal Reserve 
policies of the past year and a half have encouraged a free and self-reliant market. 
The Treasury operations have been accomplished by pricing its offerings com- 
petitively within the going framework of rates rather than through central bank 
support of a predetermined interest curve. Without official open market support 
the Treasury has succeeded with large cash offerings and refundings, while at 
the same time a record volume of corporate and municipal financing has been 
accomplished. With this return to freerer markets, interest rates and money 
market conditions affecting all securities are now more responsive to changing 
Federal Reserve policy and to shifting trends in general business conditions. 
Undoubtedly, it is possible to exaggerate the importance of monetary and debt 
management policy and perhaps undue reliance is being placed on them as bal- 
ance wheels in the economy, Nevertheless it is clear that the restoration of 
flexible monetary policy and of a free market can be an important contribution 
to economic stability. 

Respectfully submitted. 

The Governmental Securities Committee: Herbert N. Repp, chair- 
man; Robert B. Blyth, Milton S. Bosley, Werdell T. Burns, 
Dwight W. Chapman, F. Newell Childs, Robert H. Craft, James 
A. Cranford, Stewart A. Dunn, Robert R. Gilbert, Jr., W. Wayne 
Glover, Sheldon R. Green, H. Lyman Greer, Hardin H. Hawes, 
Russell A. Kent, George B. Kneass, Frederick G. Larkin, Jr., 
Ralph F. Leach, Pat G. Morris, Robert C. Morris, Emil J. 
Pattberg, Jr., Delmont K. Pfeffer, L. Sumner Pruyne, F. Brian 
Reuter, William P. Sharpe, Rudolf Smutny, J. W. Speas. 


Chairman Dawson. Mr. Harder, I believe, is our next witness. 


STATEMENT OF WILLIAM H. HARDER, CHAIRMAN, COMMITTEE 
ON GOVERNMENT SECURITIES AND THE PUBLIC DEBT, NATION- 
AL ASSOCIATION OF MUTUAL SAVINGS BANKS; ACCOMPANIED 
BY FRED OLIVER, COUNSEL 


Mr. Harper. Mr. Chairman, may I have the counsel for the na- 
tional association, Major Oliver, come up? 

This is Maj. Fred Oliver, attorney for the National Association of 
Mutual Savings Banks. 








78 DEBT MANAGEMENT ADVISORY COMMITTEES 


My name is William H. Harder. I am a vice president of Buffalo 
Savings Bank, in Buffalo, N. Y. I am appearing as chairman of the 
committee on Government sgeurities and the public debt of the Na- 
tional Association of Mutual Savings Banks. 

This association represents the mutual savings banks of the Nation, 
which are nonstock, nonprofit mutual institutions operated solely for 
the benefit of their depositors. They are 527 in number, operating in 
17 States located principally in the New England States, New York, 
New Jersey, Pennsylvania, and Maryland. 

As of December 31, 1955, they had total deposits of $28,188 million 
assets of $31,350 million, and depositors numbering over 21 million. 
They are traditionally known as depositaries for small savers, the 
averave account being approximately $1,742. 

Referring to the organization of the committee, before coming to 
the details of the committee’s contacts with the Treasury from 1953 
to date, I would like to state that at each meeting between our com- 
mittee and Treasury Department officials, I have been impressed 
with the very high ability and character which these officials have 
brought to their tasks. 

They have carefully solicited all information which our savings 
bank group could supply from its experience, but never at any time 
have they disclosed any of the details of the financing which they 
might have in mind. I think it is gratifying to have men of such 
high standards in charge of our fiscal policy. 

Prior to World War II, the association for many years had a com- 
mittee that concerned itself with Government, State, and municipal 
bonds, in each of which savings banks were permitted by law to 
invest, subject to the pertinent restrictions of each individual State. 

In 1941, Mr. Daniel Bell, then Under Secretary of the Treasury, 
requested on behalf of Secretary Morgenthau that arrangements be 
made for liaison between the mutual savings banks and the Treasury 
in promotion of defense efforts. 

After consideration, Mr. Henry Bruere, then president of the 

Sowery Savings Bank of New York City, and formerly Coordinator 
of Credit during the first administration of President Roosevelt, was 
designated as liaison officer by this association and by the Secretary 
of the Treasury. 

Mr. Bruere undertook this appointment. From 1942 to 1946, he 
was also chairman of a committee of the association entitled the 
“Committee on War Effort Cooperation.” 

In 1946, following the termination of the war, this committee was 
merced with the committee on Government and municipal securities; 
and in 1947 the name of the committee was chanved to that of 
“Government Securities and the Public Debt,” in which form it has 
continued to the present time. 

Mr. Bruere remained chairman of the committee until 1951. From 
1951 to 1954, the chairman was Mr. J. Reed Morss, president of the 
Boston Five Cents Savings Bank of Boston, Mass. Since 1954, I have 
been chairman of this committee. 

Following the annual conference of the National Association of 
Mutual Savings Banks in May of each year, the president of the 
association appoints the chairman and members of each standing 
committee, which serve for a period of 1 year. Generally the com- 
mittee on Government securities and the public debt consists of 
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approximately 12 to 15 members. I have a list of the members here, 
and I would like to put them in the “7 ord. 
(The list referred to is as follows: 


CoMMITTEE ON GOVERNMENT SECURITY AND THE PuBLIC Dept, May 1955-56 


Norwin Bean, president, Manchester Savings Bank, New Hampshire 
John H. Duerk, vice president, Howard Savings Institute, Newark, N. J. 

Carl G. Freese, president, Connecticut Savings Bank, New Haven, Conn. 

C. Lane Goss, president, Worcester County Institute for Savings, Massachusetts 
J. J. Harrington, vice president, Beneficial Savings Fund Society, Philadelphia, Pa. 
Richard A. Holton, vice president, East New York Savings Bz ank, Brooklyn, N. Y. 
Clifford F. Martin, president, City Savings Bank, Pittsfield, Mass. 

A. C. Middlebrook, vice president, East River Savings Bank, New York N. Y. 
J. Reed Morss, president, Boston Five Cent Savings Bank 

Barrett C. Nichols, treasurer, Maine Savings Bank, Portland, Maine 

John Ohlenbusch, vice president, Bowery Savings Bank, New York 

A. Edward Scherr, Jr., vice president, Dime Savings Bank, Brooklyn, N. Y. 

Levi P. Smith, president, Burlington Savings Bank, Vermont 

Wm. F, Staples, president, Fall River Five Cent Savings Bank, Massachusetts 
Robert W. Thon, Jr., vice president, Savings Bank of Baltimore 

Leo F. Stanley, secretary, Society for Savings, Hartford 

W. H. Harder, chairman _ 

Bruere, president, Bowery Savings Bank, chairman, 1942-1951 

teed Morss, chairman, 1951-54 

W. H. Harder, chairman, 1954 to date 

Mr. Harper. So much for the pertinent historical aspects of the 
committee. 

From a practical standpoint, savings banks have a threefold 
interest in the major aspects of Governmeni finance: 

(a) Savings banks have been and are vitally interested in the promo- 
iion of habits of thrift. This function, started over 150 years ago by 
public-spirited trustees, has been a primary objective of savings banks 
throughout their hisiory. 

It was, therefore, natural that during World War II their coopera- 
tion was enlisted by the Treasury Department in the sale of war bonds 
and laier savings bonds. 

lt was also natural that ihe mutual savings banks participated 
actively in this national effort. For this purpose the associaiion 
designated a vice president of one of its largest member banks to 
spend his eniire iime coordinating ihe efforts of the savings banks 
with that of the Treasury in the sale of war bonds. 

Continuous advertising and other publicity programs were spon- 
sored and paid for by the savings banks. Likewise, the savings banks 
bore the cest of additional personnel engaged solely in the sales promo- 
tion and recordkeeping entailed in these activities. 

The extent of the effort is indicated by the fact that over $2 billion 
of war bonds were sold by the savings banks during the war period. 
In addition, the savings banks have provided facilities for the safe- 
keeping of war bonds and their ultimate redemption. 

(6) From the standpoint of the millions of persons who entrust 
their savings to these trustee institutions, it has been and is a matter 
of concern to mutual savings banks that inflation should not be per- 
mitted to destroy the savings of the thrifty. 

(c) In still another aspect the mutual savings banks developed an 
important interest in Government debt policies largely arising out of 
the war effort. This relates to the investment by savings banks of a 
substantial portion of their assets in Government obligations. 
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I should like to submit, at this time, for the record, as exhibit 1, a 
statement showing the investment, both in dollars and in percentage 
of assets, of mutual savings ban‘s in the United States Government 
obligations in each year from 1940 to the present. 

This indicates that in 1940 savinzs banks owned slightly over $3 
billion principal amount of Government obligations, representinz 26.8 
percent of their assets. By the end of the war in 1946, savings banks 
had increased their investment in Government obligations to $11.7 
billion, or 63 percent of their total assets. 

Since the war there has been a gradual tapering off, both as to 
absolute anount and as to percentage of assets in Government obli- 
gations owned, the latest figures, as of April 1956, indicating a total 
of $8.4 billion invested in Government obligations, representing 
slightly over 26 percent of the total assets of mutual savinzes banks. 

Thus, the percentage is now back to approximately where it was 
in 1940, although the dollar amount is well over double that of 1940. 

It is interesting to note that while the dollar decrease in investments 
in Government obligations approximates $3.5 billion, this is more than 
offset by the investment of savings banks in essential home financing 
for veterans. 

During the corresponding period, real estate mortgage loans in- 
creased $13.5 billion, of which almost 30 percent, or about $4 billion, 
was in VA loans, with the remainder largely in low-cost residential 
housing. 

This shift from Government obligations to mortgages reflects the 
differing financial requirements of our country posed by war and 
peace. 

The Treasury continues to seek the cooperation of the association 
and its member banks in the sale of savings bonds. This remains 
an important function of the committee. 

As an example of the committee’s promotional efforts, I refer to a 
bulletin sent to each member of the association on December 9, 1955, a 
copy of which I offer for the record as exhibit 2, and from which I 
quote: 

Increased savings bond investments in 1956 will do a great deal to keep our 
economy in balance and permit its continued, vigorous growth. At the same 
time, record take-home pay offers our people a remarkable opportunity to save 
part of their earnings as they provide for their future financial security. It is to 
the advantage of the savings banks to keep themselves positively identified with 
the thrift movement under the United States Government sponsorship of the 
savings bond sale. It is healthy for the economy of the United States to have 
as large a part of the public debt as possible owned by the public. It is good 
business for our savings banks to keep the bond window prominently displiyed 
so that the selling and purchasing of savings bonds will continue to bring activity 
into our banks. We feel that by the continued efforts of the various groups co- 
operating with the Treasury Department it should be relatively easy to reach the 
goal set for 1956; namely, $5,650 million. 


In this respect, I also refer to an acknowledgment of the com- 
mittee’s services as recently as December 14, 1955, embodied in a 
letter of that date from Earl O. Shreve, then National Director of 
the Savings Bonds Division, which I offer for the record as exhibit 3, 
and from which I quote as follows: 

I cannot begin to tell you how much I have enjoyed working with you. Your 


unselfish contribution of time, effort, and money has helped us all to render a 
worthwhile public service. 
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In addition, from time to time the Treasury has requested the 
views of the committee with respect to the financing operations of 
the Treasury insofar as it affected the investments of savings banks 
in Government obligations. 

As an early example, on August 22, 1947, Mr. John W. Snyder, 
then Secretary of the Treasury, wrote to Mr. Bruere with reference 
to the proposed issuance of a long-term nonmarketable bond, and 
I request leave to introduce a copy of this letter into the record, as 
exhibit 4. You will observe that Mr. Snyder states: 

On several occasions in the past, at my invitation, you and the members of 
your committee were good enough to come to Washington to give me the benefit 
of your views concerning the financing operations of the Treasury and their 
relation to the investment problems of savings banks. 

This statement accurately summarizes the relationship between 
the committee and the Treasury since the war. In essence, the com- 
mittee, which is and has been a committee of the association, has 
from time to time expressed informally to the Treasury, at the request 
of the Treasury, the views of the committee concerning the financing 
of the Government debt with reference to the investment interests 
of savings banks and their depositors. 

Mr. Snyder again wrote to Mr. Bruere on March 30, 1950, stating: 

I am always glad to receive the views of your committee with respect to invest- 
ment problems of mutual savings banks, and I assure you they will receive the 
utmost consideration. 

The foregoing summarizes the general character of the contact of 
the mutual savings banks with the Treasury Depariment over a 
long period of years, and clearly indicates, I believe, the mutual bene- 
fits ‘resulting from this continuous relationship. 


OTHER ACTIVITIES OF THE COMMITTEE 


Reference has already been made to the major efforts of the com- 
mittee in connection with sales of war bonds and subsequently of 
savings bonds. This has been and still is conducted by haison with 
the Treasury officers charged from time to time with that responsi- 
bility and by encouraging the member banks of the association to 
promote the sale of such bonds, both as an encouragement of thrift 
and as a noninflationary placement of Government debt. 

In addition, the committee serves in an informational capacity 
for the members of the association. It prepares reports on timely 
topics, such as Government securities, the International Bank for 
Reconstruction and Development, and related matters. Currently, 
the committee is giving close attention to the Federal road-building 
program. 


RELATIONS WITH THE TREASURY WITH RESPECT TO THE PUBLIC DEBT 


As already stated, Mr. J. Reed Morss was chairman of the com- 
mittee in 1953. The position of the committee is probably best sum- 
marized in a letter from the committee to the Secretary of the Treasury 
on April 2, 1952, which I request leave to introduce into the record as 
exhibit 5, together with a copy of the response of Mr. Snyder dated 
April 29, 1952, as exhibit 6. 
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I shall not undertake to read the committee’s letter in full, but I 

should like to point out that the first paragraph indicates the policy 
of the association with respect to appointment of the association 
committee, and the second paragraph indicates generally the charac- 
ter of the contact between the Treasury staff and the committee. Mr. 
Morss pointed out that— 
* * * in the following discussion we do not fee] that we are acting as advisors 
to the Secretary of the Treasury. We are not necessarily taking into considera- 
tion all the factors that may be important from his point of view. Rather the 
following is simply a statement of our own thinking as individual savings bank 
managers u’ ified as a committee but without approval of these statements by 
our association council of administration. 

Parenthetically, I might state that the council of administration is 
the governing body of the association. It will also be noted from the 
letter that at that time, namely, April, 1952, the committee was 
still largely concerned with the savings bond program, but had also 
turned its attention to the question of the issuance of long-term bonds 
as a possibility. 

On December 7, 1952, the committee held a meeting in New York 
at which a draft memorandum entitled “The Thin Market for Govern- 
ment Securities’? was discussed and revised. The revised memoran- 
dum was subsequently circulated to the committee, and by letter 
dated January 29, 1953, Mr. Morss sent a copy of this memorandum 
to Secretary of the Treasury Humphrey and to Chairman Martin of 
the Federal Reserve Board. 

[ should like to introduce, for the record, a copy of this report 
dated January 9, 1953, together with a copy of the letter of February 
4, 1953, from Mr. Martin to Mr. Morss acknowledging its receipt, and 
a copy of a letter dated February 6, 1953, from Mr. Humphrey to 
Mr. Morss, likewise acknowledging its receipt, as exhibits 7, 8, and 9. 

Here follows a statement of the meetings that we bave beld with 
the Treasury Department, at their invitation, since 1953. I believe 
the other people have gone into those meetings quite thoroughly. 

On March 30, 1953, the commitiee met ai the New York Federal 
Reserve Bank where it was addressed by Mr. Burgess, then Deputy 
Secretary of the Treasury. The maiters discussed at this meeting 
were reported in a bulletin dated the same date which was sent to 
‘ach of the member banks of the association by Mr. Morss. I offer 
a copy of this bulletin for the record as exhibit 10. You will observe 
that the committee suggested the possibility of a 3%-percent bond 
maturing in about 30 years. 

On April 15, 1953, the Treasury offered 3%-percent bonds due June 
15, 1983-88. Cash subscriptions for this issue were tendered totaling 
$5,250 million. Allotments on these subscriptions amounted to 
$1,188 million, and exchanges for F and G bonds amounted to $418 
million—a total of $1,606 million. Savings banks were allotted only 
$112 million, which was 20 percent of their total subscription. 

In October 1953, Mr. Morss received an inquiry from Mr. Burgess 
as to the commitiee’s attitude on the alternatives of a 2%-percent 
7-year issue, or a 3 percent approximate 12-year maturity. The 
committee was canvassed by Mr. Morss and by letter dated October 
21, 1953, informed Mr. Burgess that the committee almost unani- 
mously favored a 12-to-15-year 3-percent bond as more likely to 
attract savings bank funds than a shorter issue with a lower coupon. 
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On October 28, 1953, the Treasury offered 2%s due September 15, 
1961. Cash subscriptions totaled $12,543 million. Allotments on 
these subscriptions amounted to $2,239 million. Savings banks 
received a total of $165 million, which, as in the case of all thrift 
institutions, was 24 percent of their total subscription. All others, 
including commercial banks, were allotted 16 percent, although 
subscriptions up to $10,000 were allotted in full. 

The committee files disclose that the next submission of views to 
the Treasury Department was at a meeting in Washington on Jan- 
uary 20 and 21, 1954. The committee was received by Mr. Burgess 
on the afternoon of the 20th. 

Following a meeting of the committee on the morning of January 21, 
the group again met with Mr. Burgess and bis associates and pre- 
sented to him a report and supplementary statement, each dated 
January 21, 1954. I bave copies of this report and statement, and 
request leave to introduce them into the record as exhibit 11. 

As you will see from this report, the Treasury asked specifically for 
the conclusions of the committee on four points, and the views of the 
committee thereon are set forth. 

The committee favored a proposal for a single exchange offering 
for the certificates maturing February 15 and the notes of March 15, 
1954. 

It suggested that the exchange offering contain two securities, a 
certificate and an 8-to-10-year bond. 

It also suggested an early issue of a long-term bond for new money 
which thrift institutions would be permitted to buy on a deferred 
payment basis. 

Likewise, the committee suggested restrictions on the right to 
borrow against subscriptions, and a clear statement by the Treasury 
that institutional investors, pension funds and the like, have prefer- 
ential allotments. 

In general these recommendations were not followed by the 
Treasury. As pointed out by Mr. Morss in his report at the annual 
association conference in May 1954: 

That the primary recommendations of the committee at the meeting were not 
adopted, is an example of the many considerations necessary for conclusions at 
the Federal level. For those conclusions it is not enough to give an accurate 
report of the attitude of savings bankers. 

The result of that meeting was that on February 1, 1954, the 
Treasury offered two new issues—1%s due February 15, 1955, and 
2%s due November 15, 1961, which were 6 years at that time, in 
exchange for the maturing issues. 

Out of the total of $11,177 million exchanged for the 2%s due 
November 15, 1961, the savings banks received in exchange $218 
million. This time none of the suggestions of our committee was 
adopted. 

The next contact between the committee and the Treasury occurred 
in the latter part of June 1954, when a subcommittee of three met with 
Mr. Burgess in Washington. At that time the subcommittee infor- 
mally suggested an offering of bonds coming due between the maturi- 
ties of the 2% due 1962 and the 2%s due 1967. These suggestions 
were not accepted by the Treasury. 

On August 3, 1954, the Treasury offered 1%s due August 15, 1955, 
and 24%s due November 15, 1960, in exchange for maturing issues. 
The savings banks received in exchange $31 million of the 2s issue. 
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By invitation of the Treasury Department, the committee met in 
Washington on November 11 and 12, 1954, with Mr. Burgess and 
members of his staff to discuss refunding of the note and bond issues 
maturing in December of that year. 

By memorandum dated November 18, 1954, to the member banks 
of the association, I reported on the results of this conference and the 
suggestions made to the Treasury Department by the committee. 
I offer this memorandum as exhibit 12. 

In essence, the committee suggested that the holders of the maturing 
issues be allowed to subscribe for a limited amount of 2% percent 
bonds with a maturity to be set at the time of the offering, the balance 
of the maturing issues to be allotted a 1-year certificate or 2% percent 
bonds of intermediate maturity, at the preference of the holder. 

In addition, the need for issuance of long-term bonds was again 
suggested (a@) to prevent scarcity values from developing further in 
the long-term market and (b) to slow down the steady shortening in 
the average maturity of our Government bond portfolios. 

On November 22, 1954, the Treasury offered in exchange for the 
maturing issues 1 \s due August 15, 1955; 1%s due December 15, 1955; 
and 24s due August 15, 1963. The savings banks received in ex- 
change $142 million out of $6.755 billion of the 2% percent issue of 
1963. 

At a meeting of the committee held on December 5, 1954, in New 
York, I read a letter dated November 22, 1954, from Mr. Burgess 
pointing out that other groups did not support the suggestion of our 
committee for a long-term issue. 

On January 25 and 26, 1955, the committee again met in Wash- 
ington with Mr. Burgess and other Treasury Department officials and 
presented specific written recommendations for a long-term 3 percent 
bond to be offered in exchange for the 1% percent notes and the 2% 
percent bond maturing March 15. 

It also recommended that the new and subsequent issues have a 
single maturity. 

The committee also recommended that the Treasury consider selling 
a moderate amount of long-term bonds for cash whenever market 
eonditions are favorable. 

By letter dated January 28, 1955, I reported to the member banks 
of the association concerning this conference, and also transmitted 
a copy of the written recommendations made to the Treasury De- 
partment. I should like to present a copy of this report and a copy 
of the recommendations for insertion in the record as exhibit 13. 

The result of that was that on February 1, 1955, the Treasury 
offered in exchange for maturing issues 1%s due March 15, 1956; 2s 
due January 15, 1957; and 3s due February 1, 1995. The Treasury 
offering of 3s was limited to holders of the 2% percent maturing issue. 
The savings banks received in exchange $44 million of the 3s due 
1995. ‘ 

The committee met on June 17, 1955, at the Federal Reserve Bank 
of New York with Mr. Humphrey, Secretary of the Treasury, Mr. 
Burgess, Under Secretary of the Treasury, Mr. Blyth, Assistant to the 
Under Secretary of the Treasury, and Mr. Rouse, Manager of Federal 
Reserve System Open Market Account. 

This meeting was reported by me to the member banks of the associ- 
ation by bulletin dated June 22, 1955, a copy of which I request leave 
to insert in the record as exhibit 14. 
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It will be observed that the principal matter under discussion was 
the request of the Treasury representatives for the view of the com- 
mittee concerning the issuance of additional long-term bonds, with 
approximately half of the committee favoring the use of refunding 
bonds and the other half favoring a cash offering. 

In order to ascertain the extent of the savings banks’ interest in 
a new Treasury issue, a postcard questionnaire was sent to each bank. 
The responses indicated that if all banks had replied, they would be 
interested in about $154 miliion principal amount. Actually, the 
figures announced by the Federal Reserve bank on July 22 showed that 
mutual savings banks subscribed to $158 million principal amount. 

On July 11, 1955, the Treasury reoffered the 3s due February 1, 
1995, for cash. Subscriptions totaled $1.720 billion. Allotments on 
these subscriptions were $821 million. Savings banks received 
$105 million which, as in the case of all other thrift institutions, was 
65 percent of their subscriptions. Other investors were allotted only 
30 percent. Total savings bank holdings of the 3s due 1995 on 
January 31, 1956, were $354 million. 

On November 16, 1955, a small subcommittee of the committee met 
with Mr. Burgess in Washington with respect to the proposed De- 
cember financing, and reported that the savings bank interest would 
be relatively small, since the maturing issues were held largely by 
banks and corporations. 

However, the subcommittee recommended a short-term issue and 
an alternative issue with a maturity from 3 to 5 years, depending upon 
what maturity would make a 2%-percent coupon attractive at the 
time of the offering. 

This meeting was reported to the members of the full committee 
by a memorandum prepared by me and circulated to the committee 
on November 21, 1955. 

On November 28, 1955, the Treasury offered 2%s due December 1, 
1956, and 2%s due June 15, 1958, in exchange for maturing issues. 
Savings banks received in exchange $37 million. 

On December 4, 1955, the committee met in New York and discussed 
the December financing, the then limited interest of savings banks 
in long-term maturities, and the 1956 savings bond campaign. At 
this meeting it was determined that the committee would prefer a 
shorter maturity than 1995, probably about 15 to 20 years. 

On February 27, 1956, a small subcommittee of the committee met 
in Washington with Mr. Burgess and other Treasury officials. ‘The 
subcommittee indicated its belief that if a second offering were made 
with a 2%-percent coupon, it would find some acceptance among the 
savings banks. 

Other than for this statement of position, no recommendations were 
made to the Treasury Department. 

On March 5, 1956, the Treasury offered 253s due February 15, 1957, 
and 2%s due June 15, 1958, in exchange for maturing issues. Savings 
banks received in exchange $34 million. 

Functioning of the committee vis-a-vis the Treasury: 

Our committee has held nine meetings with the Treasury officials in 
the period covered since 1952. In view of the fact that the savings 
banks’ primary interest is for long-term bonds, there have been only 
three occasions upon which we have had a full-dress meeting with 
Treasury Department officials. 
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Upon these occasions we have usually started in the Treasury office 
for a briefing on the information the Treasury would particularly like 
from us. We have then attended a slide show at which the Treasur 
analysis staff has shown charts and graphs containing details on suc 
matters as the figures on the Government debt and the debt limit; the 
cash flow of the Treasury showing the receipts and expenditures; the 
budget estimates for the year; the distribution of the maturing issues 
by classes of holder—for example, commercial bank, insurance com- 
pany, savings bank, corporations, and others; the maturity schedule 
of the public debt, showing open dates which might be used for a new 
issue, and any other information factual in nature which might aid 
in our recommendations. 

We have then had a meeting of our committee at which a thorough 
discussion was held and recommendations were drafted in a rough 
state. 

The following morning another meeting was held, but this usually 
was devoted to discussing. ways and means of promoting the Treasury 
Department’s sales of savings bonds. Also, our recommendations were 
put in final form for presentation to Treasury officials immediately 
after luncheon. After that, the meeting adjourned and the various 
members of the committee, who all had given up their own time and 
traveled to Washington at their own expense, left for home. 

As I said before, there was never any indication on the part of 
Treasury officials as to what part of our recommendations might be 
accepted, and the formal announcement of new issues was usually 
made by the Treasury Department about 10 days after our meetings. 

Upon only three occasions did the Treasury choose to offer a bond 
of long term and of sufficiently high coupon rate to be attractive to 

savings banks. It may be of interest that the savings banks as of 
January 31, 1956, had the highest holding of the Treasury 3s of 1995 
of any major institutional group—$354 million against $287 million 
for life insurance companies, $94 million for fire and casualty insur- 
ance companies, $193 million for commercial banks, and $148 million 
for Government trust accounts. 

It may have come to your attention recently that in our rapidly 
expanding economy there are not enough savings to finance the 
expansion of business, the building of new homes and the needs of 
States and municipalities for public facilities required by an increasing 
and shifting population. 

In order to supply the capital requirements of the Nation on a 
noninflationary basis and to raise the standard of living, a greatly 
increased volume of savings is necessary. 

It is highly essential that in any way possible the savings banks be 
assisted in their efforts to attract more savings, which they in turn will 
immediately put to work in mortgages and in securities in order to 
finance the tremendous capital expansion that will be necessary if our 
free private enterprise system is to exist and prosper. 

The committee has at no time participated to any extent whatever 
in the determination of debt management policy or any other policy 
by the Treasury. Nor has the committee at any time participated in 
any steps of the administrative procedure of the Treasury. At no 
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time has the Treasury informed the committee in advance of its de- 
cisions as to any proposed financing. 

As it appears from this statement, each meeting of the committee 
with the Treasury Department has been held at the invitation of the 
Treasury. These invitations were issued presumably for the purpose 
of receiving information concerning the attitude of the savings banks, 
as investors, with regard to proposed financing. 

In this respect, the committee has not attempted to advise the 
Government on overall Treasury policy or play any part in the ad- 
ministrative procedure in the Treasury Department. 

Its conferences at the Treasury have been strictly informal, and 
the committee did no more than to inform the Treasury as to what 
it believed the attitude of the savings banks would be with respect to 
their own investment program and the acceptability of proposed 
Treasury issues as an investment medium for savings banks. 

In essence, the interest of the Treasury from “the viewpoint of 
mutual savings banks has been that of being brought up to date as to 
the savings bank business and its developme nts. 

In other words, the conversations have never taken the form of 
‘Please let us have your advice.’’ Rather, it has been in the form of, 
“Tell us about your business’ and ‘give us an idea of what your 
group would buy and how much.”’ 

Generally, the committee was thanked by the Treasury officials for 
presenting a statement of position, but the committee has received 
no explanation as to why the Treasury did not follow any suggestion 
made by the committee. 

Likewise, the committee has received no explanation in the few 
instances when Treasury conclusions have paralleled the committee 
views. 

The committee has kept a written record of its meetings and of its 
conferences with the Treasury officials. 

With regard to the Department of Justice standards: 

The letter from the chairman of this subcommittee referred to the 
fact that the Department of Justice has advised the heads of the 
Federal departments on standards to follow on the organization and 
utilization of advisory committees. 

I take this to be a reference to a letter dated October 19, 1950, of 
the Deputy Attorney General to the Secretary of Commerce, which, 

[ am advised, is referred to in paragraph 2251.42 of the Commerce 
Clearing House Trade Regulation Reporter. 

I am advised by counsel that the committee of which I am chair- 
man is not an industry advisory committee. It has had no connection 
with the Defense Production Act, the Stabilization Act of 1947, or 
similar acts, or any regulations thereunder, or any activities pursuant 
thereto. 

It was not established pursuant to or in accordance with such acts 
and the attendant regulations. It has never purported to act as an 
industry advisory committee as that term is generally applied. Nor 
has the committee purported to advise the Treasury on overall 
problems of debt management or of refinancing of maturing issues. 

(The exhibits submitted by Mr. Harder are as follows:) 
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List or Exnuisits 


1. National Association of Mutual Savings Banks—investment holdings in 
Government bonds and real estate mortgages. 

2. Bulletin, dated December 9, 1955, from the committee to the members of 
the association. 

3. Letter, dated December 14, 1955, from Mr. Shreve to Mr. Harder. (4 

4. Letter, dated August 22, 1947, from Mr. Snyder to Mr. Bruere. 

5. Letter dated April 2, 1952, from the committee to the Secretary of the 
Treasury. 

6. Letter, dated April 29, 1952, from Mr. Snyder to Mr. Morss. ial 

7. Report, dated January 9, 1953, entitled ‘“‘The Thin Market for Government 
Securities.”’ 

8. Letter, dated February 4, 1953, from Mr. Martin to Mr. Morss. 

9. Letter, dated February 6, 1953, from Mr. Humphrey to Mr. Morss. 

10. Bulletin, dated March 30, 1953, from Mr. Morss to members of the associa- 
tion. 

11. Report and Supplementary Statement, dated January 21, 1954, from the 
committee to the Secretary of the Treasury. 

12. Report dated November 18, 1954, from Mr. Harder to members of the 
association. 

13. Letter, dated January 28, 1955, from Mr. Harder to members of the asso- 
ciation, together with copy of recommendations from committee to Secretary of 
the Treasury. 

14. Bulletin, dated June 22, 1955, from Mr. Harder to the members_of the 
association. - 

Exursir 1 


NATIONAL AssocIATION oF Mutua. Savincs Banks 


Investments by mutual savings banks in Government bonds and real estate mortgages 


[In millions of dollars] 








U.S. Gov- Mortgages,| VA mort- 
Total U.S. Gov-| ernments, | Mortgages| percent, | gages as a 
assets ernments percent, total assets | percent of 
total assets mortgages 
BOD: cintines tettereniccaapanetdl $11, 916 $3, 193 26.8 $4, 836 40.6 9.8 
Ree 11, 772 3, & 30.5 , 787 MEP ML abidohdons 
ncn +gsdinaineyemint bin dicee 11, 794 4, 326 36.7 4, 642 UN A dcdnaeet kaa 
RAMA SS 6 IS SE 12, 834 5, 892 45.9 4, 435  Eitkentikaes o< 
| TE eS a 14, 740 8, 303 56.3 4, 298 29. 2 ee 
DE cettamiuéercantanbanente 16, 962 10, 650 62.8 4, 202 TE iapakcaacnae 
i. nbiconndunedicsbeseeees 18, 639 11, 746 63.0 4, 436 Rb: cond ats. 
ET witnessing iid wanbandnele 19, 708 11, 987 60.8 4, 855 24. 6 9.8 
TE citing cinttncitia te aminniemtiee 20, 741 11, 559 56.5 5, 576 27.2 13.1 
ict bibles dddeonenceembel 21, 523 11, 463 53.3 6, 473 30.1 16. 2 
| SE ee ene 22, 424 10, 888 48.6 8, 018 35.8 ane 
352 o bn sededeankenan 23, 477 9, 867 42.0 9, 898 42.2 16.9 
SE htuiiunenchesihaé aiemenees , 9, 462 37.4 11, 364 45.0 19.3 
a ee 27, 168 9, 217 33.9 12, 932 47.6 23. 2 
I sins sarebestaceegina satan dnalete 29, 317 8, 782 30.0 14, 993 51.1 28. 4 
ST ca niertetiiiatherinitenicl ipsa diamante 31, 346 8, 464 27.0 17, 279 55.1 () 
SOUS GRE) ok oan noe nbd cic dcene 32, 077 8, 433 26.3 18, 049 56.3 (Q) 
1 Not available. 
EXHIBIT 2 


NATIONAL ASSOCIATION OF MUTUAL SAVINGS BANKs 
NEW YORK, N. Y. 
Buiuietin Re 1956 Campaicn FoR SALE or Unitep States Savincs Bonps 


DEcEMBER 9, 1955. 


As you are aware the National Association of Mutual Savings Bank’s committee 
on Government securities and the public debt has been cooperating with the 
Treasury Department in its savings bond sales campaign. 

Increased savings bond investments in 1956 will do a great deal to keep our 
economy in balance and permit its continued, vigorous growth. At the same time, 
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record take-home pay offers our people a remarkable opportunity to save part of 
their earnings as they provide for their future financial security. It is to the ad- 
vantage of the savings banks to keep themselves positively identified with the 
thrift movement under the United States Government sponsorship of the savings 
bond sale. It is healthy for the economy of the United States to have as large a 
part of the public debt as possible owned by the public. It is good business for 
our savings banks to keep the bond window prominently displayed so that the 
selling and purchasing of savings bonds will continue to bring activity into our 
banks. We feel that by the continued efforts of the various groups cooperat- 
ing with the Treasury Department it should be relatively easy to reach the goal 
set for 1956, namely, $5,650 million. 

The regional offices of the Savings Bond Division have available a sales and ad- 
vertising program for 1956, as prepared by the National Savings Bond Division of 
the Treasury Department. Material will be supplied through the local offices 
and made available to participating groups. In advance of the program, however, 
we have prepared a brief outline giving pertinent facts regarding the campaign. 
A copy of this material is enclosed, and of course, it is intended only as a brief 
résumé of some of the proposed methods for stimulating the sale of E and H bonds. 

Your committee on Government securities and the public debt urges your con- 
tinued support and cooperation in helping to make the 1956 campaign a financial 
success. 

Might we suggest that you keep in close touch with your State and regional 
savings bond directors, to obtain their advice and assistance and to assist in the 
distribution to your depositors and the public at large, of available material 
issued by the Treasury Department. 

Committee on Government Securities and the Public Debt: Norwin §, 
Bean, John H. Duerk, Carl G. Freese, C. Lane Goss, John J, 
Harrington, Richard A. Holton, Clifford F. Martin, Alfred C, 
Middlebrook, J. Reed Morss, Barrett C. Nichols, John Obiene 
busch, A. Edward Scherr, Jr., Levi P. Snith, William F. Staples, 
Robert W. Thon, Jr., Leo F. Stanley, William H. Harder, Chair- 
man, 


ImporRTANT Facts ABout 1956 Savincs Bonp PRoGRAM 


1. Anniversary: The year 1956 marks the 15th anniversary of the series E 
savings bond program. 

2. Goal: Effort will be made to sell $5,650 million in series E and H bonds. 

3. Theme: The slogan for the 1956 campaign will be ‘‘For the BIG things in 
your life—be ready with United States savings bonds.”’ 

4. State quotas: Listed below in column I are the 1956 dollar goals for E and 
H sales combined for the 17 States in which mutual savings banks operate. The 
total goal for the 17 States represents 45.9 percent of the goal for the United 
States as a whole. 

Column II shows the percentage of the national goal assigned to the mutual 
savings bank States. 

Column III shows the proportion of the 17-State goal for each individual 
mutual savings bank State. 











| Percent | Percent | Percent | Percent 

of na- | of goal in | of na- of goal in 

| Millions | tional mutual | Millions tional mutual 

| of dollars | goal (all | savings | ofdollars| g al (all | savings 

| States) | bank States) bank 

| States | States 
— neers om Sree tia 
Connecticut ___-- 80.8 1.4 | 3.1 | Ohio : 376.9 6.7 14.5 
Delaware... --...-- 13.0 an .5 | Oregon___- 50.3 9 1.9 
ec nae 175.0 3.1 6.8 | Pennsylvania : 468. 4 8.3 18. 1 
es Shennan 20.3 .3 .8 Rhode Island_----- 22.0 4 .8 
Maryland......-.. 71.8 1.3 2.8 | Vermont__- ‘i 6.2 2 
Massachusetts--- - - 135. 2 2.4 5.3 Washington -_- 89.8 1.6 3.5 
M innesota- ‘es 105. 4 1.9 4.1 | Wisconsin__- 146.0 2.6 5.6 
New Hampshire. 11.3 a 4] Total_ = 
New Jersey_-__.- 224.3 4.0 8.7 | 2, 592. 1 45.9 100.0 
New York-.____-- 594. 4 10.5 22.9 


| 
| 
| 
| 
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5. Promotional material: The State, district, and county chairmen will be 
supplied during the year with various types of promotional material which will 
be available to all mutual savings banks upon request. May 1, 1956, is the 
Neeee of the series E bond when special emphasis should be placed upon sales 
efforts, 

6. Suggested activities: 

(a) Meetings with bank personnel—Staff meetings designed to acquaint em- 
ployees with the savings bond program so that they in turn might stimulate 
sales of savings bonds, have proven successful in various parts of the country. 
Detailed information as to procedure will be available. 

(o) Fayroll savings—Stimulation of sale of savings bonds through the payroll 
savings plan will be stressed in the 1956 campaign. Officials of leading national 
labor organizations have pledged their full support and cooperation, and it is 
suggested that savings banks review and intensify their efforts in local community 
plants, Promotional material will be available through local savings bond 
directors. 

(c) School savings—The national goal for school savings for the school year 
1955-56 is to have 100 percent participation by the 7,500,000 students in the schools 
now selling savings stamps and bonds, Mutual savings banks now maintain 
school savings accounts owned by approximately 2,341,000 schoolchildren who 
have deposited $88 million in school savings accounts, a fertile field for the stimu- 
lation of sales of savings stamps and bonds. 

7. Advertising and promotion: Through the cooperation of the Advertising 
Council, a nonprofit, nonpartisan organization devoted entirely to public service, 
constant emphasis will be placed on the desirability of buying savings bonds 
through ads in newspapers, radio, television, national magazines, theaters, 
motion pictures, regional Cob ttee magazines, and outdoor and transit advertising. 
Mutual savings banks can tie in effectively their own advertising and promotional 
campaigns. 


EXuIiBItT 3 


TreEssuRY DEPARTMENT, 
Washington, D. C., December 14, 1956. 
Mr. Wiii1aAM H. HARDER, 
Chairman, Committee on Government Securities and the Public Debt, 
National Association of Mutual Savings Banks, Buffalo, N. Y. 


Dear Mr. Harper: I wish for you a very Merry Christmas and a New Year 
filled with bounteous health, prosperity, and happiness. You have my very 
sincere and deep appreciation for the wonderful support you have given the bond 
program since I have been a member of the team. 

We have had no easy taks, but with the fine help of our volunteers and the 
earnest application of our staff, we have been able to make real progress which 
should give everyone a warm sense of satisfaction, 

The year ahead, I believe, will be somewhat more difficult. However, with a 
closer knit organization, a better understanding of the job to be done, and your 
continued cooperation—coupled with the will to do—I am sure we will come out 
with shining colors in 1956, 

I cannot begin to tell vou how much I have enjoyed working with you. Your 
unselfish contribution of time, effort, and money has helped us all to render a 
worthwhile public service, 

May God bless you and keep you during the coming year, 

Cordially yours, 
Ear O. Sureve, National Director. 


Exurpit 4 


THE SECRETARY OF THE TREASURY, 
Washington, August 22, 1947. 
Mr. Henry BRvuERE, 
Chairman, Committee on Government and Municipal Investments, 
National Association of Mutual Savings Banks, New York, N. Y 


Dear Mr. BrueERE: On several occasions in the past, at my invitation, you and 
the members of your committee were good enouzh to come to Washington to give 
me the benefit of your views concerning the financing operations of the Treasury 
and their relation to the investment problems of savings banks. 
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Since discussing this subject with your committee last May, I have given a 
great deal of thought to the issuance of a long-term 2-percent bond to meet 
genuine investment needs of long-term institutional investors. I have also given 
careful consideration to the question of whether such a bond, if issued, should be of 
marketable or nonmarketable type, and I have weighed very carefully the views, 
pro and con, expressed on this subject by numerous persons, including the mem- 
bers of your committee. I gave examined the advantages and disadvantages of 
the marketable and nonmarketable type of security in relation to our present 
problems, and after careful study, I have come to the conclusion that for the pres- 
ent it would be in the public interest to issue a long-term nonmarketable 24-percent 
bond for institutional investors holding savings, insurance, and pension funds. 

The information and advice given me last May by your committee has been 
helpful to the Treasury in reaching a decision on a long-term issue and I hope that 
your committee can meet with us again later in the year. I am cognizant of the 
fact that many investors would prefer a marketable bond; however, I hope the 
members of your committee will keep in mind the circumstances of the present 
situation and I am sure that I can count on your continued cooperation. 

Permit me again to thank your committee for its very helpful suggestions. The 
terms of the new nonmarketable bond and the basis for accepting subscriptions 
will be released as soon as practicable in September. 

Very sincerely yours, 
JoHN W. SNYDER, 
Secretary of the Treasury. 


EXHIBIT 5 
NATIONAL AssociaATION OF Mutua Savines Banks, 
New York, N. Y., April 2, 1952 
Hon. Joun W. SNYDER, 
Secretary of the Treasury, 
Washington, D. C. 

Dear Mr. Secretary: The committee on government bonds and the public 
debt is appointed annually by the president of our national association. The 
present membership expires in May of 1952. New appointments have been made 
with a view both to continuity of policy and the values inherent in rotation. 

We have met as a committee in Washington on March the 3d and have 
enjoyed the presentation by the Treasury staff in the projection room. The 
charts there were most helpful in establishing the basic points for an approach 
to the questionnaire previously presented to this committee by Mr. A. N. Overby, 
Assistant Secretary of the Treasury. There is more in that questionnaire than 
we can consider at this time or that we might be qualified to considcr. It has 
therefore been our choice to address ourselves to only certain of the qustions 
including savings bond revision and to the availability of new funds for the 
Treasury from mutual savings banks. It is refreshing to be able to state at this 
point that in the following discussion we do not feel that we are acting as advisers 
to the Secretary of the Treasury. We are not necessarily taking into considcra- 
tion all the factors that may be important from his point of view. Rath: r the 
following is simply a statement of our own thinking as individual savings bank 
managers unified as a committee but without approval of these statements by 
our association council of administration. 

As to the savings-bond program, we are satisfied that it can with some revision 
be of support to the Treasury in its search for nonbank funds. We belicv that 
some improvement of savings bond terms are in order that their function may be 
properly fulfilled. At the same time, it is apparent that very substantial im- 
provements can constitute savings bonds so attractive and powerful a m dium 
that the private savings industry may be overwhelmd. We realize that the 
foregoing is not part of the Treasury plan, but we do b lieve that any r vision 
of savings bond terms must be testcd against that larger dang’r. 

So far the savings bond program has not been unreasonably competitive with 
savings institutions. The savings bond instruments have. been design«d for 
generally longer term funds and a higher ultimate rate than the privat savings 
industry can offer. At the present time, however, it must be admitted that with 
the recent increase in short-term money rates, the schedul d return to the EK bond 
buyer is unrealistic at least up to the sixth year. While any new sch dule of 
redemption values should obviously grant less than a market return to the short- 
term holder, nevertheless, the present schedule is so far below current ratcs as 
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to cause comment and unnecessary buyer resistance. Mr. Assistant Secretary 
Overby has asked for our conclusions for E bond improvement within the limits of 
existing legislation. We believe that the area indicated above is the proper one 
for reexamination. Should such a plan be adopted, we would offer no opposition 
and would feel that such a first step should be taken and thoroughly explored in 
practice before any consideration of an approach to the Congress for further 
latitude. Also as to those E bonds which have already reached their 10th year 
we believe that further experience should be accumulated as to the amount likely 
to remain outstanding before a convincing statement can be made that new 
powers are required of the Congress. Once there has been set a pattern of actual 
redemptions at maturity, we would promptly support whatever rate might prove 
necessary for their extension, if attrition because of the present rate scale should 
become burdensome. 

For G bonds we would propose an immediate increase to a 234 percent rate. 
In the past these bonds have proven popular for certain investor types and have 
been widely used. 

On the question of attracting new funds for the Treasury on the basis of a long- 
term bond with perhaps a 3 percent coupon for 30 years, we are not convinced 
that the timing would be right in the remainder of this fiscal year. There are so 
many obvious advantages to be gained from such a move that the idea should 
be in the forefront of our future thinking for the earliest opportunity. However, 
at this stage with long Government bonds still enjoying only a limited market, 
with the actual size of the looming cash deficit still uncertain, we are inclined to 
the thought that the dramatic power of such a new instrument had better be 
withheld until the need could be more obvious and the anticipated result of less 
limited proportion. We reach this conclusion most regretfully as we must for the 
same general reasons conclude against a wartime type of drive campaign for new 
funds within the next few months, 

The question of a new type marketable long bond has produced lively discussion 
within the committee. Bonds with exchange privileges or with adjustable coupons 
have been specifically proposed. The need for long-term nonbank money is too 
obvious to be stressed here. But in line with the conclusion that now is not the 
right time, there is no possibility to sharpen up our ideas for detailed terms, which 
must be competitive with a market level not now foreseeable. We would like to 
mention particularly, however, that with savings banks in a fully invested position 
it is helpful to make subscription on offering date for payment 1, 2, or more months 
later. 

As we left Washington in the late afternoon it was with the clear-cut feeling 
that the meetings had accomplished much through the opportunity for an open 
exchange of views. Chairman Martin and other Federal Reserve officials were 
most generous of their time and Assistant Secretary Overby had designed a pro- 
gram for our maximum benefit. At our meeting with the Secretary of the Treas- 
ury in his office he was most gracious and helpful. He is entitled to our complete 
support in the performance of his worldwide responsibilities. 

espectfully submitted. 


Committee on Government Securities and the Public Debt: Alfred J. 
Casazza, John H. Duerk, C. Lane Goss, Richard A. Holton, 
Charles J. Lyon, Clifford F. Martin, Alfred C. Middlebrook, 
John Ohlenbusch, A. Edward Scherr, Jr., Levi P. Smith, Frank 
W. Wrightson, J. Reed Morss, Chairman. 





EXHIBIT 6 


THE SECRETARY OF THE TREASURY, 
Washington, April 29, 1952. 
Mr. J. ReEp Morss, 
Chairman, Committee on Government Securities and the Public Debt, 
National Association of Mutual Savings Banks, New York, N. Y. 


Dear ReeEp: I am sure you and the members of the committee on government 
securities and the public debt of the National Association of Mutual Savings 
Banks already realize how much we value the assistance you and your committee 
have been to us on Treasury financing problems, but I wanted to tell you again 
how grateful we are to you for your splendid cooperation and for the report of 
your committee, contained in your letter of April 2. 


‘ 
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The help of responsible investor groups, such as yours, and your sharing of the 
problems with us is very gratifying, indeed, and I should like you and each of the 
members of your committee to know how much all of us appreciate your coopera- 
tion and assistance. 

Sincerely yours, 
Joun W. Snyper. 





Exuisit 7 
JANUARY 9, 1953. 


THe Trin MARKET FOR GOVERNMENT SECURITIES 


The mutual savings banks of the country are keenly interested in the mainte- 
nance of a broad market for Government securities. 

These institutions held $9.7 billion of United States Government obligations at 
the end of August 1952, a sum equal to 44 percent of their deposits. The net 
yield after taxes obtained from Government securities is substantially less than 
that obtainable from other classes of earning assets. Nevertheless, savings banks 
continue to invest almost half their deposits in Government obligations, at this 
sacrifice of yield, because of the expected liquidity of Government securities, as 
well as their high quality. 

The actual price level at which Government securities can be sold is important 
but less so than the ability to make trades in good volume. Savings bankers 
realize that price changes are inevitable in the longer maturities and that where 
price protection is necessary there are plenty of alternate investments. But with 
the arrival of Federal taxation of savings banks, Government securities suffered 

a further relative loss of attractiveness and would become harder to justify as a 
permanent holding in volume if their broad marketability is also to be lost. 


WHY THE MARKET IS THIN 


The market for Government securities has been thin since the Federal Reserve 
banks withdrew the pegs because of a lack of balance between the potential demand 
for Government securities and the prospective supply. Any market will be thin 
whenever there is a marked preponderance of either selling or buying orders 
overhanging the market. 

Since March 1951, there has been a marked preponderance of sales by most 
leading classes of investors in longer term Government securities. This is shown 
by the following table: 

{In billions] 


Holdings of Government | 
obligations 
Net change 


| Feb. 28, 1952 | | June.30, 1952 | 








TUTORS CONNIIINN « 66s a. ck ne ws ce reo lO Asa $18, 4 $15. 7 | —$2.7 
NE CIT I I oad etre ces Nik on het mndedowonnn een! 10.7 9.6 | —1,1 
EER ALLA ELD LAI A ae 21.1 20.3 | —0.8 
State and local government funds..-.........-.-...---.......- | 9.0 9.9 +0.9 
Pe NUE ORIN OO 5 6 hoi is a cc ccccis 11.2 12.2 +1.0 
Individuals (other than savings bonds) .......--....-.-.---.--- 15.7 14.1 =}. 6 

TT tieccectudernss admin pas Ap ilawdieindtendedewonn tel | 86.1 81. 8-| —43 


It will be seen from the above table that insurance companies have been the 
main sellers of Government securities during this period. Savings banks, busi- 
ness corporations, and individual holders of marketable bonds have also been 
substantial sellers on balance. Only State and local government funds and 
pension funds were net buyers, and the purchases of these two classes of investors 
offset only to a quite limited extent the potential selling by the other classes of 
investors. 

The Government bond market has been thin and erratic since March 1951, 
despite efforts of the Treasury to reduce the amount of marketable bonds out- 
standing, chiefly a exchanges into the nonmarketable, convertible Invest- 


ment Series B 23/4’s. Marketable bonds outstanding have been reduced from 
over $94 billion outstanding at the end of March 1951, to less than $80 billion 
today 


Until the end of February 1951, net liquidation by institutional holders of 
marketable Government bonds was absorbed by the Federal Reserve banks. 
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Between the end of 1946 and the end of 1948, when Federal Reserve support of 
the market reached its largest proportions, the Federal Reserve banks increased 
their holdings of Government bonds by over $10 billion, although they offset 
this by reducing their holdings of Treasury bills, certificates and notes by about 
the same amount. Through these purchases of bonds from other holders that 
wished to liquidate them, a broad stable market for Government securities was 
maintained throughout this earlier period of institutional liquidation. 

In the absence of official support of the market it has become relatively thin 
and erratic since March 1951, on continued institutional liquidation. 


ALTERNATIVE INVESTMENT OUTLETS 


Institutional and individual investors have been net sellers of Government 
securities because of attractive alternative investment outlets that have been 
available to them during the postwar period of record business expansion and build- 
ing activity. 

Since the end of World War II, there has been a great increase in the demand 
for capital from private sources. Life-insurance companies, savings banks, and 
other investors have had available to them a record volume of corporate bond 
offerings and real-estate mortgage loans as shown by the following table from 
Survey of Current Business, United States Department of Commerce, September 
1952: 

{In billions] 


Net increase | Net increase | 





Year in corporate | in nonfarm | Total 
long-term mortgage 
debt debt 
re en ee ee en oe $3.0 $6. 3 $9.3 
1947. din ees tiesit pak deeeShelidin aaeenn emagh we an aeeddeeateanee j 4.7 7.3 12.0 
ete . i anmend i 6. 7.2 13. 6 
Bo ctcd soba bebns ecb btbacwebddte dé Weck dost em cide dbadaane | 4.0 6.0 10.0 
Ds dei gb behGs cuca eile estes eds ‘ 3.2 10.1 13.3 
1951_. tea a ee ae a 5.1 9.3 14.4 
SUIIIIIT Si: otc deieetsceaadh Haudaasacasetmeniaa Maareees aia ramen a 6.0 7.6 13. 6 


1 1952 figures are our estimates based on official sources. 


To find markets for this huge volume of corporate bond issues and mortgages, 
private borrowers have been willihg to offer yields substantially higher than that 
provided by Government securities. As a result, financial institutions have not 
only invested their new funds in corporate bond issues and mortgage loans, but 
also have liquidated government securities from time to time to obtain additional 
funds for this purpose. Life insurance companies have been particularly active 
in switching from Government securities to private obligations that give a higher 
vield. In the 4 years ended 1951, the life-insurance companies of the United 
States reduced their holdings of Government securities by $9 billion, reinvesting 
the proceeds in corporate and mortgage debt. 

The root cause of the thin market for Government securities is thus to be found 
in the attractive supply of alternative investments that have been available during 
the period of business expansion and high building activity that has prevailed 
since the end of the war. The reason this consequence of the heavy private 
demand for capital has become apparent in the Government bond market only 
since March 1951, is that the Federal Reserve banks supported the market pre- 
viously with their pegs. 


SOLUTIONS OF THE PROBLEM 


There are several logical solutions which could result in a broader and more 
active market for Government securities. The mention of these possibilities 
here by no means suggests that any of them would be favored by this committee. 

1. Our primary basis that there now exist more sellers than buyers naturally 
leads to a question whether a better balance might be achieved at a lower market 
level. It is being said that regular new buying inquiry is presently no greater 
than $25 million per month. If this be true it is something of a mystery why 
the market holds at only small discounts below par. 

2. A new demand for Treasury securities could be created by the Federal 
Reserve’s own activity or through the Treasury trust funds. But we have 
supported the withdrawal of the pegs and the policy of restraint of increases in 
the Federal Reserve portfolio. The trust funds take Government securities 
now—largely special obligations—to the extent of funds flowing to them. 
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3. A reduction could be achieved in the flow of new corporate and mortgage 
obligations through new controls and commissions. Several such are in existence 
abroad. There was active capital control here under Baruch in the First World 
War and we have only recently emerged from voluntary credit control and regu- 
lations X and W. No doubt at times they have a real place in an economy under 
heavy stress. But we normally distrust all controls in the belief that they either 
defeat themselves or create worse problems in other areas. History is plain that 
controls always require additional controls, and that they are a dismal substitute 
for a free, competitive economy. Certainly they are not to be recommended for 
anything approaching current conditions and outlook nor for the limited purpose 
here under review. 

4. There probably is some improvement that can be made in the mechanics 
of Government market’s internal operation—something in the direction of 
encouragement to the dealer group to carry inventories and to make a market. 
In other words the market might become more attractive to professionals and 
traders without whom no market can enjoy a truly broad base. The next step 
might be to bring the market closer to the grassroots and to stimulate a public 
interest and participation not now present. We know these matters are now 
being studied in Washington, but it is said to be doubtful that public announce- 
ment will be made of the so-called Crafts report even though many of its recom- 
mendations may be adopted. 

CONCLUSION 


In attempting to state a conclusion it is logical first, to define the aims. Sav- 
ings banks have responsibilities in several directions. In the consideration of 
public debt management the welfare of the bond trading department must be 
subordinate to the greater responsibilities to depositors and to borrowers. A 
program which further depreciates the value of a deposit or which places an im- 
proper handicap to the steady repayment of a loan is obviously undesirable. The 
aim then is the middleground of equitable treatment to both. 

Unfortunately most of the proposals that may be advanced as utterly sound 
are in effect deflationary. This factor will probably apply to a major effort to 
fund the short debt into longer maturities. It would most certainly apply to the 
primary postulate of this report that a broader and more active market for Gov- 
ernment securities might be achieved at a lower level of quotations. For lower 
prices mean higher yields and we are convinced that higher money rates have a 
more dampening effect on business activity than many economists will admit. 
Therefore, we are not willing to recommend strong measures to create the breadth 
of market we desire, particularly when there is reason to hope that smaller adjust- 
ments plus natural forces and patience may prove successful. On the other hand 
it would seem that eventually a broad, well balanced market free of disorderly 
fluctuations would be a prerequisite to a general lengthening of maturity of the 
Federal debt. 

Respectfully submitted. 

Committee on Government Securities and the Public Debt, National 
Association of Mutual Savings Banks: John H. Durek, Carl G. 
Freese, C. Lane Goss, William H. Harder, Richard A Holton, 
Clifford F. Martin, Alfred C. Middlebrook, John Ohlenbusch, 
A. E. Scheer, Levi P. Smith, John A. Terrill, Frank W. Wright- 
son, J. Reed Morss, Chairman. 


EXHIBIT 8 


BoarD OF GOVERNORS OF THE 
FEDERAL RESERVE SYSTEM, 
February 4, 1953. 
Mr. J. R. Morss, 
Chairman, Committee on Government Securities and the Public Debt, 
National Association of Mutual Savings Banks, New York, N. Y. 


Dear REED: Thank you very much for sending me the report on Government 
securities and the public debt prepared by your committee. I appreciate very 
much your forwarding this and can assure you it will have our careful study. 

With all good wishes, I am, 

Sincerely yours, 
Wm. McC. Martin, Jr., Chairman. 
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Exursit 9 


WASHINGTON, February 6, 1953. 
Mr. J. Reep Morss, 
Chairman, Committee on Government Securities and the Public Debt, 
National Association of Mutual Savings Banks, New York, N. Y. 


Dear Mr. Morss: I am very glad to have your letter of January 29, enclosing 
copy of a report by the Committee on Government Securities and the Public 
Debt of the National Association of Mutual Savings Banks, concerning the interest 
of mutual savings banks in the maintenance of a broad market for Government 
securities. 

Please accept my thanks for this indication of the support of your association 
and your offer to be of service to the Treasury. I have asked Dr. Burgess to keep 
in touch with your committee in connection with our development of a sound debt 
management program. 

Very truly yours, 
G. W. HumpHRey, 
Secretary of the Treasury. 





Exursit 10 
NATIONAL ASSOCIATION OF Mutuat Savines Banks 
NEW YORK, N. Y. 
BULLETIN Re ANTICIPATED GOVERNMENT Financtna, Marcu 30, 1953 


Today at noon your Committee on Government Securities and the Public 
Debt met on invitation for luncheon at the New York Federal Reserve Bank. 
Dr. W. Randolph Burgess was the principal speaker but he was careful to solicit 
individual opinions and general discussion. It was apparent that it is part of 
established Treasury policy gradually to provide longer maturities both for that 
great section of the debt maturing within the next 2 years, and for any new 
money to be raised. 

Dr. Burgess made the point that present congestion of short dated obligations 
was not only dangerous for any financial operation, but also because it was at- 
tractive to commercial banks, contained an element of inflationary threat. This 
fundamental theory was pointed up by the June 15 certificate maturity and by 
the needs of the Treasury Department to provide an estimated $2 billions new funds 
to finance the Government operation up to June 30 next. It was suggested that 
of that new money requirement, one-half might be secured through the offering 
of a new long-term Government bond carrying possibly a 3% percent coupon for 
a maturity of approximately 30 years. 

Other investor groups had been consulted on this question and had given some 
assurance that to support their Government they would make efforts to enter a 
fair subscription. It was pointed out that the mutual savings banks were still 
increasing their deposits and enjoyed regular mortgage amortization which to- 
gether might form a basis for similar subscription. Mr. Burgess clearly under- 
stood that no savings bank held substantial amounts of funds uninvested at any 
given time, and therefore it would probably be part of his recommendation that 
savings banks be allowed 90 days to provide funds to take up any commitment. 
With that in mind we are hopeful that the savings banks too will find it possible 
to allocate a large share of their available new money for the next 3 months’ 
period to support such a Treasury offer. 

Your Committee feels that such an issue would be made attractive and com- 
petitive at an historically low spread with corporate issues at the time of offering 
and that our member: banks would be following not only good investment pro- 
cedure to take their share but at the same time would be contributing a real 
element of support to their Government in its effort to fulfill the best needs of the 
economy as a whole. 

A feature of the general discussion was a suggestion that if the Treasury had the 
courage to make such an offering in light of the present unsettled market condi- 
tions, that offering might be priced to break trail for future issues against a more 
settled background. 


J. Reep Morss, Chairman. 
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Exursit 11 
JANUARY 21, 1954. 
Hon. W. RaNpo.teH BurRGgss, 
Deputy to the Secretary of the Treasury, 
Washington, D. C. 

Dear Srr: The Committee on Government Securities and the Public Debt of 
the National Association of Mutual Savings Banks, has enjoyed its meetings with 
you to discuss the approaching refunding operations of the Treasury and the 
possibilities of its new money requirements. You have contributed much to our 
thinking, and the charts ably discussed with us by Mr. Mayo in the projection 
room were of real assistance. 

You have asked specifically for our conclusions on the following four points: 

1, Demand by savings banks for Government security investments; 

2. Suggestions for types of securities to be offered in the February and 
March exchange; 

3. The question of timing for offering a new security for cash and the type 
of security; 

4. Ideas for policing and restricting new subscriptions. 

The proposal for a single exchange offering for the certificates maturing Feb- 
ruary 15 next and the notes of March 15 next, is one with which we concur. A 
trend toward quarter annual maturities 's desirable. We are disappointed that 
the rights are quoted as substantial premiums which may mean the Treasury 
must price its exchange securities on a basis attractive to new holders at a pre- 
mium, which is a windfall to existing holders of the rights and an expense to the 
Treasury and to the buyers of the new securities. 

If, as we now suggest, the exchange offering contains two securities—a certificate 
and an approximately 8—10-year bond—the certificate at the existing premium 
must be unattractive. Fortunately this feature, undesirable in itself, will draw 
the attention of investors to the bond and so assist in any program to lengthen 
the short debt. Further, with the existing quoted right premiums and the ex- 
change securities priced on the same market, it would seem that attrition is 
bound to be small. 

As above stated, this Committee suggests only two maturities in the exchange 
offer on the theory that a third would be an unnecessary complication unless that 
third maturity were a really long bond. We have reluctantly discarded that 
proposal which, except for the new money problem, would be vigorously supported. 
Savings bank deposits are rising strongly. A recent issue of AA corporate bonds 
was well placed on a 3.15 percent basis as against a 2.92 yield on the 3% percent 
Governments of similar maturity. Further, the local market for mortgages in 
many savings bank areas seems to be less active than in the past and there is the 
further point that many savings banks are reaching their policy or legal limits 
on the ratio of permitted mortgages to deposits. A reflection of the decreasing 
local demand is a tendency to grant longer terms and to require a smaller down 
payment from mortgage applicants. Finally, the most active period for savings 
bank construction lending begins at the end of the first quarter of the year. To 
our minds these factors all add up to the issuance of a long-term bond on the 
basis of the sooner the better, even though it is possible to concede that if other 
things remain equal an April offering might find an even more ready acceptance. 
Real progress in extending the debt must be made in small pieces and therefore 
over a considerable space of time. Once again our fundamental thinking is to 
start the program early. 

The debt limit prevents a new issue for cash until the March tax anticipation 
notes have been paid. We believe that fact to be regrettable. In many respects 
the market appears to be ripe for a 3 percent long issue. At the same time we 
agree that the new money issue of what we hope to be long-term bonds should not 
be minimized by use of that vehicle in the exchange program. We would hope 
that such an issue would not be too severely restricted in amount, that the market 
would have ample notice and that delay payment terms would be realistic. 
Finally, we cannot believe that even on the above bases that nonbank institutions 
would choose to commit so heavily as to curtail their more profitable lending 
operations in other areas. Our major and primary interest will continue to re- 
main in the field of real estate mortgages. 

As to the fourth question on ideas for restricting subscriptions on the cash 
offering, the committee is not impressed by the formulas and eligibility features 
of the last 10 years. It does not seem that they have been a true test of legitimate 
demand. Rather we would propose only rigid restrictions on the right to borrow 
against subscriptions and a clear statement that institutional investors, pension 
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funds and the like would have a preference in allotments. These two points 
alone should go far to eliminate incentive for improper subscriptions. 

The Committee greatly appreciates its invitation to express itself on these 
various points. We believe that the savings bank industry is happy that its 
representatives were given such an opportunity. You and your staff have been 
willing to discuss these matters with us without reservations, for whieh we are 
grateful. 

Sincerely yours, 
J. Reep Morss, 


Chairman, Committee on Government Securities and the Public Debt, National 
Association of Mutual Savings Banks. 


JANUARY 21, 1954. 


SUPPLEMENTAL STATEMENT BY COMMITTEE ON GOVERNMENT SECURITIES AND 
THE PUBLIC OF THE NATIONAL ASSOCIATION OF MutTUAL SAVINGS BANKS 


In the last 2 days when many of us have been out of touch with our offices it 
appears that quotations of Government securities have advanced materially. 
For instance we are told that the 3% percent issue of 1978-83 is now 6% points 
above par. The suggestion is inescapable that when and if the Treasury offers 
new bonds for cash, the market may by then have advanced materially further. 
While many institutions and individuals would have made money on such a rise, 
it is clear that our interest and the community interest goes deeper than that. 

The low yields resulting from a higher market create a whole new set of prob- 
lems in themselves, one of which would be that a new issue might be less soundly 
placed. If it carries a yield not only below, but out of line with the average 
return on investments already held, it will naturally be regarded with suspicion 
and reluctance by potential buyers. It can be made to fit into relatively fewer 
portfolios. 

One great advantage for the holding of Government bonds by institutions is 
that governments are normally regarded as enjoying a broad, stable, and liquid 
market. As prices go higher that market begins to narrow and to lose its natural- 
ness until in the end it is interesting only to a few specialists who tend to avoid 
commitments instead of plying their trade and making a market. 

This committee is of the school which feels the debt is too large to be left free 
to find its own level. We were critical of the low prices prevailing last June; 
we can become critical of what appears to be the present trend. When there 
is no visible or logical floor or ceiling the trends are likely to go so far as to under- 
mine all attractiveness arising from breadth and stability. Under these cireum- 
stances it is proper to exercise some control, even though remotely and light 
handedly. 

This returns us to certain comments made in the regular report on the new 
issue. It was recommended that the market be given ample notice of the plans. 
We believe that this recommendation requires strengthening. It appeals to us 
now that the broad outline of such an issue including its amount should be an- 
nounced simultaneously with the refunding. Such a statement even though 2 
months in advance, would we believe, be a step in contributing to a wholesome 
stability. 


Exuisit 12 
NATIONAL ASSOCIATION OF MUTUAL SAVINGS BANKS 
NEW YORK, N. Y. 


BULLETIN RE CONFERENCE WITH TREASURY OFFICIALS REGARDING REFUNDING 
OF MATURING GOVERNMENT OBLIGATIONS 


NOvEMBER 18, 1954. 


The committee on Government securities and the public debt met with Mr. W. 
Randolph Burgess, Under Secretary of the Treasury for Monetary Affairs, and 
members of his staff on Thursday and Friday, November 11 and 12, to discuss the 
refunding of the note and bond issues maturing in December. 

As a result of these conferences it was our decision to recommend to the Treasury 
Department the following: 
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That holders of the maturing issues be allowed to subscribe for a limited amount 
of 234-percent bonds with a maturity to be set at the time of the offering. Allot- 
ments would be made on this bond issue. The balance of the maturing issues 
would be allotted 100 percent of a 1-year certificate and/or 2!4-percent bonds of 
intermediate maturity at the preference of the holder. 

It was estimated roughly that savings-bank interest in a 2%4-pereent bond, in 
the event of full allotments, would run from $250 to $500 million. The size of 
the subscription would depend on how attractive the terms are made in relation 
to the intermediate 2%-percent bond. It was also pointed out that a 2%-percent 
intermediate term bond with a maturity about 24% years longer than the suggested 
2'4-percent bond would command approximately the same premium in the market 
and would be preferable to savings banks. However, it was not recommended 
because it was felt that the Treasury would lose more commercial-bank buyers 
by extending the maturity past 10 years than it would gain by increased interest 
from the savings banks. 

It was recommended that all new issues coming to the market carry definite 
maturities in order to eliminate the confusion resulting from earlier call dates 
such as in the 2%s of 1967, callable in 1962. 

It was pointed out that the need for long-term bonds in the market is twofold: 
(1) To prevent scarcity values from developing further due to steady cash buying 
from pension and other funds which buy only the best yielding Government 
bond; (2) to slow down the steady shortening in the average maturity of our 
Government-bond portfolios. Treasury Department figures show that institu- 
tional Government-bond holdings had an average maturity (figured to the first 
call date) of 11.8 vears in 1950 and 8.9 years in October 1954. Obviously, if this 
trend continues, the savings institutions will have a steadily shortening average 
maturity on their Government-bond portfolios. This situation meshes with the 
Administration’s expressed objective of lengthening the debt. A start in the 
direction of increasing the size of the long-term debt at present would suit the 
needs of both the Treasury and the savings banks. The timing appears to be 
good because of the favorable business situation and the outlook for a slightly 
higher level of business in the foreseeable future, 

The 2%4-percent rate would be too low and the total amount of the issue too 
small to take money away from bonds or mortgages. No new money would be 
taken out of the market. 

Subscriptions would be accepted only from those who now own or will have 
purchased in the market the issues to be included in this refunding. Allotments 
to the savings banks of the new 234-percent bond would probably be too small to 
make any appreciable change in our average maturity but at least it would provide 
for a better balance in our Government portfolios. Since our recommendation is 
obviously in line with the administration’s expressed policy of extending the debt 
it is quite possible that favorable consideration may be given to our recommen- 
dation. 

Very truly yours, 
Wixtiram H. Harper, 
Chairman, Committee on Government Securities and the Public Debt. 


EXHIBIT 13 
NATIONAL ASSOCIATION OF MutTuAL Savines BANKS 
New York, N. Y. 


BULLETIN RE MEETING OF COMMITTEE ON GOVERNMENT SECURITIES AND THE 
Pusiic Dest witH TREASURY OFFICIALS, JANUARY 25 AND 26, 1955 
JANUARY 28, 1955. 

Your committee on Government securities and the public debt met with officials 
of the Treasury Department on Tuesday and Wednesday, January 25 and 26, 
to discuss the refunding of $15 billions of Government securities coming due 
February 15 and March 15. A copy of our recommendations, as presented by the 
committee members in attendance at the meeting in Washington, is attached to 
this letter. 

As you probably know, the Treasury Department is offering a new 40-year 
3 percent bond to the holders of the maturing 27s due March 15, 1955, and judg- 
ing by the present market, this new issue should be attractive, as it must be, to 
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take into consideration the scarcity value which has developed in present out- 
standing long-term Government securities. It was the unanimous opinion of our 
committee, and also of almost all savings bankers consulted, that the use of a 
3 percent rate would be very desirable. 

In order to purchase this new issue it will be necessary to enter the market 
and buy either the 2%s due March 15, 1955, or the new 40-year 3s on a when- 
issued basis, If the 2% %s are purchased care should be taken to be sure that your 
agent exchanges them for the new 3s not later than Thursday, February 3. 
Since the $2.6 billion maturing 2%s issue is held largely by commercial banks and 
corporations, it is expected that many of the holders will not wish to exercise 
their rights to buy the new long term 3 percent issue but will prefer to sell them 
and buy shorter term issues in the market if they can do so at a profit. For this 
reason there will be selling pressure on the market for the 2%s until the books 
close Thursday, February 3. We wish to emphasize that this pressure on the 
market for the new long term 3s will be lifted on that date and the new issue will 
seek its true value in a free market. The new 3 percent issue will yield as 
follows: At 101.17, 2.95 percent; 102.36, 2.90 percent; 103.57, 2.85 percent. 

The Treasury officials are fully cognizant of the fact that savings institutions 
are sellers on balance of Government bonds, They have made this offering in the 
hope that these institutions will use this opportunity to lengthen the average 
maturity of their Government bond portfolios by selling shorter issues in the 
market and buying the new 3 percent issue. This will benefit the savings banks 
by providing increased yield from the Government bond portfolio and will be in 
line with the Administration’s policy of extending the maturity of the public debt. 

Very truly yours, 
Wituram H. Harper, 
Chairman, Committee on Government Securities and the Public Debt. 


JANUARY 26, 1955. 


RECOMMENDATIONS OF THE COMMITTEE ON GOVERNMENT SECURITIES AND THE 
Pusuic Dest, NatTionaL ASSOCIATION OF MutTuaL Savines Banks TO Dr. 
W. Ranpo.pu Buraess, UNDER SECRETARY OF THE TREASURY FOR MONETARY 
AFFAIRS 


The committee on Government securities and the public debt of the National 
Association of Mutual Savings Banks is unanimous in recommending a long-term 
3 percent bond to be offered in exchange for the 1% percent notes and 2% percent 
bonds maturing March 15 with a maturity to be set at the time of the offering, 
wherever it may fall on the yield curve. Recognizing the confused situation 
resulting from the spread of 5 years between call date and maturity of the present 
outstanding tap issues, it is strongly recommended that the new and subsequent 
issues have a single maturity. The committee also feels that for the benefit of 
the commercial banks a certificate and note should be offered to the holders of 
the issues maturing March 15. We expect that the 15% percent certificates matur- 
ing February 15 will be rolled over into a new certificate. 

It is felt that the interest in a long 3 percent bond issue may be less at this 
time because most of the short and intermediate Treasury issues held by savings 
banks are now selling at a discount and losses might have to be established. 
Savings banks have been sellers on balance of Government bonds so there will 
be very little interest for cash, Our estimate is that the savings bank system 
would absorb between $250 and $300 millions of an appropriately placed long- 
term 3 percent bond at this time. 

Since most of the bonds purchased would a represent an extension of 
maturity in the Government bond account, it is felt that there would be no severe 
economic repercussion. The long-term bond issue might tend to restrain the 
constant drift away from Government bonds in savings bank portfolios. 

The committee recommends that the Treasury consider selling a moderate 
amount of long-term bonds for cash, with preferential allotments for savings 
institutions at any time the market conditions appear to be favorable, and also 
to consider a moderate amount of long-term bonds in each refunding. This 
would greatly aid the Treasury in rebuilding the long-term portion of the debt. 

Committee on Government Securities and the Public Debt: John H. 
Duerk, Carl G. Freese, Lane Goss, John J. Harrington, Richard 
A, Holton, Clifford F. Martin, Alfred C. Middlebrook, J. Reed 
Morss, John Ohlenbusch, A, Edward Scherr Jr., Levi P. Smith, 
William H. Harder, Chairman; John W. Sandstedt, Executive 
Secretary. 
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ExuisiT 14 
NATIONAL ASSOCIATION OF MutvuaL Savinas BANnKs 
New York, N. Y. 
SpectaAL BuLLETIN Re MEETING WitTH TREASURY OFFICIALS, JUNE 17, 1955 


JUNE 22, 1955. 

Members of your committee on Government securities and the public debt 
were invited to meet on June 17 at the Federal Reserve Bank of New York with 
Secretary of the Treasury George M. Humphrey; Under Secretary W. Randolph 
Burgess; Assistant to the Under Secretary Robert B. Blyth, and Mr. Robert G. 
Rouse, Manager of Federal Reserve System Open Market Account, for a discus- 
sion of Government financing plans. The following members of our committee 
were in attendance at the meeting: Chairman William H. Harder; John Ohlen- 
busch; J. Reed Morss; Norwin 8. Bean; Clifford F. Martin; C. Lane Goss, Alfred 
C. Middlebrook, Hilding Olson, and Levi P. Smith. Mr. Willard P. Scott, 
assistant general counsel, represented the association in the absence of the execu- 
tive secretary. 

Mr. Humphrey opened the meeting by expressing the opinion that there is a 
more optimistic atmosphere as regards business at the present time than has 
existed at any time since this administration took over. It is their desire to 
maintain a high level of economic activity while at the same time holding a steady 
price level. 

The committee was asked for its opinion with regard to the reopening of the 
3’s due 1995 in an amount of approximately $1 billion. A rough check of the 
committee members indicated interest of about 40 to 50 percent of that shown 
for the first issue of 3’s of 1995, or perhaps 100 to 125 million. The committee 
favored the cash offering method instead of the use of the refunding of 1%’s of 
August 15, 1955, but the decision was close, with the chairman casting the deciding 
vote in favor of a cash offering. In order to make the issue more successful it 
was suggested that the term be shortened to possibly 30 years. The Treasury 
officials were inclined to prefer the reopening of the present issue, for various 
reasons. Two members of the committee favored a shorter term issue, not over 
15 years, with a 234 or 2% coupon. Concern was expressed over the effect on the 
economy but the consensus was that the small amount of the projected issue, 
plus the fact that it would be in effect a refunding of other shorter term securities 
would minimize the effect, although there would be some diversion of money 
away from mortgages and into Government bonds. 

It would be of interest to your committee, and we know to the Treasury De- 
partment, if we had some indication of the possible savings bank interest in the 
proposed Treasury issue. Accordingly, we are attaching a postcard on which 
we would appreciate your indicating what you believe might be the extent of 
your interest in this issue. Your response will be of value, regardless of whether 
you plan to subscribe, in enlarging our sampling of interest. 

Mr. Humphrey discussed the Federal roadbuilding program which is very in- 
indefinite and confused at the present time. He felt that the administration 
would be against the Gore bill as it is very inflationary and in the nature of a 
deficit spending program. He expressed the opinion that eventually a Federal 
roadbuilding program will be enacted. The problem at present is the method of 
financing such & program. 

Very truly yours, 
WiILu1AM H. HARDER, 
Chairman, Committee on Government Securities and the Public Debt. 


Mr. Jonas (presiding). Thank you, Mr. Harder, for a very complete 
statement. 

The chairman had to leave the committee room for a minute or two, 
and asked me to preside if you concluded before he returned. 

Mr. Brown, do you have any questions? 

Mr. Brown. I have no questions. 

Mr. Jonas. Do you have any questions, Mr. Pincus? 

Mr. Pincus. I have just 1 or 2. 

Mr. Jonas. Go ahead. 
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Mr. Pincus. I take it from your statement that basically your 
recommendations have not been followed in general by the Treasury 
Department. 

Mr. Harper. I think that is right. 

Mr. Pincus. And as you state on page 14, only upon three oceas- 
ions did the Treasury Department i issue a bond of long term and suffi- 
ciently high rate to be attractive to you people. 

Mr. Harper. Yes; that is right. 

Mr. Pincus. To what would you attribute the fact that the 
Treasury apparently did follow your recommendations with regard to 
the 30-vear 3% issue? Do you have any explanation of the reasons 
as to why your recommendations were followed then and why you 
have been ignored subsequently? 

Mr. Harper. It was the expressed policy of the administration to 
extend the maturity of the public debt, and I think at that time con- 
ditions made it proper and right to do that, and so our view, which 
had always been in favor of long-term bonds, was accepted. 

Mr. Pincus. Do you think it might have had anything to do with 
whether your recommendations corresponded with any of the recom- 
mendations of some of the other groups? I notice on page 11 you 
refer to a letter dated November 22,1954, from Mr. Burgess, pointing 
out that other groups did not support your suggestion. 

Mr. Harper. Well, that was—what was the date of that? 

Mr. Pincus. November 22, 1954. I think at that time you were 
asking for additional long-term, higher rate bonds. 

Mr. Harper. At what page is that? 

Mr. Pincus. That is on page 11 of your statement. 

Mr. Harper. Of course, that is two different issues. That does not 
refer to the 38. 

Mr. Pincus. Oh, no. That had already been issued. But I am 
speaking of the general request—you people apparently kept making 
requests for a longer term, higher rate issue; would that be correct? 

Mr. Harper. Well, it is a hairline decision. Of course, it is a very 
difficult decision to make, and I believe that the Treasury was inter- 
ested in selling the most bonds they could sell at that time. 

Obviously, they must have thought that that issue would sell better 
than the longer term issue that we recommended. 

Mr. Pincus. What is the significance of the fact that you men- 
tioned that Mr. Burgess pointed out that other groups did not support 
your suggestion? 

Mr. Harper. Well, just what it says. I think none of the other 
groups suggested the longer term bond. 

Mr. Pincus. According to page 8, conditions did probably change, 
but according to the figures \ you cite on page 8, the 3% of 1953 did not 
fail to draw “subscriptions, did it? In fact, ippaiestily it was very 
heavily oversubscribed. 

Mr. Harper. That is right. 

Mr. Pincus. Would that be correct? 

Mr. Harper. Yes. 

Mr. Pincus. And you ended up with only 20 percent of your 
subscription on that issue. 

Mr. Harper. That is right. 

Mr. Pincus. Well, then, what I am trying to find out is what was 
more important, the fact that other groups did not support your 
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suggestion, or whether a longer issue would not have sold in November 
1954 as it did in 1953? What would be your opinion on that subject? 

Mr. Harper. Well, of course, you had an entirely different period. 
All of the conditions were different—not all of the conditions, but in 
1954 it was a year of recession and gradually easing money; and, 
you see, when you borrow money in the long-term market, you tend 
to take money away from other forms of ¢ apital expansion. 

That was not desirable in 1954 to do that. 

Mr. Pincus. Well, I am just trying to find out whether you feel 
that your viewpoint has been amply represented. 

I notice in exhibit 11 that you submit on page 2, there apparently 
are other differences of opinion between you and the other groups. 
Paragraph 2 on that page, where you refer to the tests of legitimate 
demand, you mean the tests that are applied by the Treasury Depart- 
ment? 

Mr. Harper. This is on the exhibit? 

Mr. Pincus. Yes, exhibit 11, your letter of January 1954. You 
say: 

Rather we would propose only rigid restrictions on the right to borrow against 


subscriptions and a clear statement that institutional investors, pension funds, 
and the like, will have a preference in allotment. 


You say: 
These two points should go far to eliminate incentive for improper subscriptions, 
What do you mean by “improper subscriptions’’? 

Mr. Harper. Of course, this letter was written by Mr. Morss, and 
I can’t very well speak for him. But I think what you refer to as 
‘improper subscriptions,” are subscriptions of a speculative type. 

Mr. Pincus. By whom? 

Mr. Harper. Well, as contrasted to subscriptions by a savings 
institution. A savings institution usually buys these bonds for long 
term investment. On the other hand, there are many subscriptions 
that go in from everybody, I mean anybody with the idea of buying a 
bond for resale. 

Mr. Pincus. According to your figures, you have gotten a very 
small percentage of these bonds over the years. 

Mr. Harper. That is right. That is why we recommended that 
the allotments be weighted in favor of the savings institutions. 

Mr. Pincus. So that you would say, perhaps, according to your 
interpretation here, based on your statements, that perhaps a good 
part of these bonds have gone to speculative subscriptions for sale and 
resale? 

Mr. Harper. From time to time, there has been a speculative 
element in the Government bond market that has worked to the detri- 
ment of the placing of new issues. 

Mr. Pincus. Where do the people borrow this money that are 
speculating on Government bonds? 

Mr. Harper. Well, I think mostly it is commercial bank money. 

(At this point Chairman Dawson returned to the chair.) 

Mr. Pincus. Would there be any possible correlation between the 
rate at which this money could be borrowed from the commercial 
banks, and the terms of discount rate, and on the other side of it, the 
rate at which Government bonds would have to be issued? 
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Mr. Harper. Yes. The rate at which you borrow from a com- 
mercial bank, there is a very definite correlation between that and the 
discount rate. 

Mr. Pincus. Are there any figures available, or does your organi- 
zation have any knowledge of how much of the buying and selling 
in the Government bond market is on what you would call a specu- 
lative basis as compared with an investing basis? 

Mr. Harper. No. 

Mr. Pincus. Who would know anything about that, if anybody? 

Mr. Harper. I haven’t any idea, aaa possibly the Treasury 
Department may have some sort of a running record of it. 

_ Mr. Prvcus. Would speculation in these bonds add to the costs of 
interest and to the costs to the taxpayer? 

Mr. Harper. No, I wouldn’t say so. On the contrary, if you have 
speculation in the issue, it works just the opposite. It increases the 
demand and makes it possible for the Treasury to sell more bonds at 
a lower rate. 

Mr. Pincus. So that it is actually better to sell to speculators than 
to investors? 

Mr. Harper. It has some advantages; yes. 

Mr. Pincus. From the taxpayer’s viewpoint, you say it is better to 
sell to speculators? 

Mr. Harper. From the taxpayer’s standpoint, there are many, 
many considerations. I just couldn’t answer that. I think that from 
the taxpayer’s standpoint you have got to consider the overall good 
of the country, and I think that it is better to have these bonds placed 
in strong hands rather than to save a little bit on the interest rate. 

Mr. Pincus. Would you say that your committee has been less 
influential than apparently these other committees we heard from 
earlier today? 

Mr. Harper. Well, we don’t have quite the broad scope of interest 
that the other committees do. They cover the whole field. 

Mr. Pincus. Do you have to buy through the other people who 
were represented here earlier? 

Mr. Harper. Well, it depends. If the issue sold for cash, we buy 
direct from the Treasury. If it sold on exchange, we have to buy 
it from the other people. 

Mr. Pincus. Sold on exchange, you have to go through the 

Mr. Harper. You have to go through the market. 

Mr. Pincus. Through the market? 

Mr. Harper. Yes. 

Mr. Pincus. That is all I have. 

Chairman Dawson. Mr. Montgomery? 

Mr. Montcomery. The recommendations made by your committee, 
if I understand your testimony correctly, reflect the views of the sav- 
ings banks association, and might be characterized as being in the 
self-interest of the savings banks, so to speak; is that correct? 

Mr. Harper. Well, I don’t know how you would characterize it. 
After all, they are the recommendations of the savings bankers. 

I think we stated that our recommendations were not submitted 
first to the council of administration of the association, but rather, 
these are the views of savings bankers scattered all over the country, 
and we try to get together a consolidated opinion. 
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But, you see, the savings banks are mutual institutions, and all 
of the earnings are passed along to the depositors. 

Mr. Montcomery. But you do feel that if your recommendations 
were accepted, it would be to your benefit, the benefit of your in- 
dustry, the savings bank industry generally? 

Mr. Harper. It would be for the benefit of them. 

Mr. Monrcomery. And you also feel that would, in turn, be for 
the benefit of the economy? 

Mr. Harper. Yes. 

Mr. Monrcomery. And, in turn, do you feel that it would be 
beneficial to the Treasury Department in financing the public debt? 

Mr. Harper. Yes, | think that the committee has, without ques- 
tion, been in favor of constant pecking away at the long-term market. 
I mean to say, we feel there should be a gradual supply of long-term 
bonds coming into the market all the time; yes, sir, almost all the time. 

Mr. Montcomery. Then perhaps you have a slightly different 
philosophy on the financing, from your point of view, than does, say, 
the American Bankers Association. 

Mr. Harper. Well, not too far different, no. I think that by and 
large, they would go along with us on that. I think we are probably 
a little bit more outspoken about it than they are. 

It is an anti-inflationary thing, placing these long-term bonds in 
the hands of savings institutions. 

Mr. Montaomery. Without making any comment as to the ac- 
curacy of your conclusions that your committee is not subject to the 
recommended standards of the Department of Justice, would you 
say that your committee could operate and would operate in its 
present capacity if those standards are determined to be applicable 
to it? 

Mr. Harper. I believe that would be devermined by our Council 
of Administration. We could not make any representation about that 
here. We would not have any authority to say yes or no. 

Mr. Monteomery. That is all. 

Chairman Dawson. Thank you very much. 

Mr. Harper. Thank you. 

Chairman Dawson. Thank you for the manner in which you pre- 
pared your presentation and your exhibits. 

Mr. Harper. Thank you very much. I hope it has been very 
helpful. 


Chairman Dawson. Next is Mr. Anderson. 


STATEMENT OF 0. KELLEY ANDERSON, REPRESENTING THE 
JOINT COMMITTEE ON ECONOMIC POLICY OF THE AMERICAN 
LIFE CONVENTION AND THE LIFE INSURANCE ASSOCIATION 
OF AMERICA 


Mr. Anperson. Mr. Chairman, I am O. Kelley Anderson, president 
of the New England Mutual Life Insurance Company of Boston. 

I am glad to appear before your committee in response to your letter 
of May 24 to Carrol M. Shanks, president of the Prudential Insurance 
Company of America, requesting information about the functioning 
of the Joint Committee on Economic Policy of the American Life 
Convention and the Life Insurance Association of America regarding 
meetings with the Treasury on debt management policies. 
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Mr. Shanks, who is chairman of our committee, is unable to be 
present today, and he has asked me, one of the committee members, 
to appear in his place. 

May I say for the record that the American Life Convention and the 
Life Insurance Association of America have a combined membership 
of 254 life-insurance companies, 

In March 1945, while the Treasury was getting ready for the seventh 
war loan drive, Secretary of the Treasury Morgenthau invited a few 
representatives of the life-insurance business to Washington for a 
conference to discuss the drive and insurance company participation 
in it. 

At that time, in the interest of restraining inflationary forces, the 
Treasury was seeking to encourage the widest possible participation by 
life-insurance companies and other nonbank investors 

Following this meeting the American Life Convention and the Life 
Insurance Association of America created a Joint Treasury Liaison 
Committee to respond to future Treasury requests for information 
and cooperation during the emergency period. 

This committee, later named the Joint Committee on Monetary 
Affairs, was headed by George L. Harrison, then president of the 
New York Life Insurance Co. In addition to responding to Treas- 
ury requests for information, the committee had the broader function 
of formulating the’ views of the life-insurance business on questions 
of Federal budgeting policy, Federal Reserve policy, and Government 
housing policy as they rc ‘ated to economic and general price stability. 

On August 20, 1945, the joint committee met with Secretary 
Morgenthau and discussed plans for the victory loan drive. Discus- 
sions dealt with the availability of bonds for purchase by life-insurance 
companies. 

In response to questioning the life-insurance representatives ex- 
pressed the view that the 24 percent rate on long-term bonds should 
not be reduced. It was felt that a lower interest rate might discourage 
savings and make Government bonds unattractive as an investment 
for nonbanking institutions. 

On January 21, 1946, members of our Joint Committee on Monetary 
Affairs met with Sec retary of the Treasury Vinson. The discussion 
at that meeting centered around the investment problems of life- 
insurance companies and their relationship to the long-term interest 
rate on Government bonds. 

In September 1946, our committee had a conference with Secretary 
of the Treasury John Snyder. The Secretary indicated that he found 
the meetings with the committee helpful. He expressed approval of 
the public statement which had recently been issued by the committee 
urging a balancing of the Federal budget. 

Mr. Snyder was interested in learning the extent of life-insurance 
funds available for investment in long-term bonds, and suggested that 
the committee undertake to obtain such information, which was done. 

In February 1947, our Committee on Monetary Affairs again met 
with Secretary Snyder and discussed with him the desirability of issu- 
ing long-term Government bonds to be offered to nonbank investors. 

Our records do not disclose any further meetings of our Committee 
on Monetary Affairs with the Treasury until 1951, 








| 
. 


DEBT MANAGEMENT ADVISORY COMMITTEES 107 


In December 1950, due to mounting inflationary pressures generated 
by the Korean war, the committee was enlarged and renamed the 
Joint Committee on Inflation Control. 

On March 5, 1951, a meeting was held at the invitation of the 
Treasury and Federal Reserve at which time the Treasury informed 
the committee of its plans for the issuance of a long-term nonmarket- 
able 2% percent bond in exchange for holdings of the earlier issues of 
2\%s. The life insurance group was urged to support the exchange 
offering. 

On February 28, 1952, at the invitation of Andrew N. Overby, 
Assistant Secretary of the Treasury, a subcommittee of our Joint 
Committee on Inflation Control met with officials of the Treasury 
and the Federal Reserve Board. 

The Treasury’s purpose was to acquaint the life-insurance business 
with the Government’s financing problem during 1952. The meeting 
began, as was usually the ¢ ase, with a presentation of a slide show of 
charts, showing the Treasury’s financial situation. 

The Treasury estimated that it would be required to raise $10 
billion to meet a prospective cash deficit. It indicated it would like 
to raise as much as possible from nonbank investors in order to mini- 
mize inflationary pressures. 

The Treasury asked what amount of life-insurance funds might be 
available for purchase of Government bonds, along with the financing 
terms necessary to make such bonds attractive in the market. 

The life-insurance representatives, speaking for their individual 
companies, indicated that there was then a large backlog of prior 
investment commitments, together with new nongovernmental 
financing coming to market for defense and defense-supporting pur- 
poses, as well as continuing regular investment in mortgages. There- 
fore, the life-insurance business probably would not have a large volume 
of funds to invest in Government securities in 1952. 

At the request of the Treasury, the committee undertook to have a 
survey sent to a large number of life-insurance companies asking for 
information on funds which might be available to purchase United 
States Government securities in 1952. 

I have a copy of this survey attached to this report. 

In September 1952, the committee was renamed the joint committee 
on economic policy, with broadened functions, including the formula- 
tion of views of the life-insurance business regarding monetary, fiscal, 
and housing policies of the Federal Government as they relate to the 
problem of “general economic and price stability, and to make known 
these views to the public. 

This new committee also has the authority to serve as a liaison 
group with the Treasury. The new committee is under the chair- 
manship of Mr. Shanks, and attached is a list of the present member- 
ship. 

(The documents referred to are as follows:) 


79955—_56——_8 
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Survey Sent to Lire INSURANCE COMPANIES ON ApR. 4, 1952 


reenee SUE Ak 2 A oe PO Le ads o a IO Se Lge 
Total funds available for investment during the period Apr. 1- 
EROR Baie I Lt. Sli) tet at aee rhe gnc beak axes teebe aad ae 
Include the following items, and if possible 
supply separate figures for each item: 
(a) Income minus disbursements__-_.____.-_--. ~--------- 
(b) Payments on principal of mortgages____._ _-_-.----- 
(c) Maturities of securities held on Mar. 31... ~__---_-_~- 
(@) "eRe ae, OO. cn ec ae ans ecuencceao 
(e) Any other source of funds (please itemize 
bebe ilden sk AE UL ou, dfeeasi! uveks 
2. The dollar volume of commitments (other than real-estate mort- 
gages) outstanding on Mar. 31 which are expected to be taken 
Gown Goring tno remeinuer De Ole VOR... 68 nr nent obeee’. She-sedens 
3. The total'amount budgeted for mortgage pay ments during the 
period Apr. 1—Dec. 31, including both commitments out- 
standing on Apr. 1 which are expected to be taken down during 
the balance of the year, as well as the remainder of mortgage pay- 
ments budgeted for the rest of the year_______-_-_-- A saa Ale ccs Seto elon ee a 


RN RE te tates tae ne Eh neal k 


PRESENT MEMBERSHIP OF THE JOINT COMMITTEE ON Economic Po.icy 


Carrol M. Shanks, chairman, president, the Prudential Insurance Company of 

America, 

O. Kelley Anderson, president, New England Mutual Life Insurance Co. 

Paul F. Clark, president, John Hancock Mutual Life Insurance Co. 

Louis W. Dawson, president, the Mutual Life Insurance Company of New York. 

Frederic W. Ecker, president, Metropolitan Life Insurance Co. 

Devereux C. Josephs, chairman of the board, New York Life Insurance Co. 

Morton Boyd, president, Commonwealth Life Insurance, Co. 

H. W. Brower, president, Occidental Life Insurance Company of California. 

Ray D. Murphy, chairman of the board, the Equitable Life Assurance Society 
of the United States. 

R. B. Richardson, president, Western Life Insurance Co. 

Frazar B. Wilde, president, Connecticut General Life Insurance Co. 

James Ralph W ood, president, Southwestern Life Insurance Co. 

Mr. AnpErRson. On March 16, 1953, a subcommittee of our joint 
economic policy committee met with Mr. W. Randolph Burgess, 
Under Secretary of the Treasury, at his invitation. He indicated 
that to combat inflation the Treasury desired to fund some of the 
floating debt of the Government with a long-term issue. 

He also indicated he wanted the views of the life-insurance business 
on this because they are large nonbank investors in long-term securities. 

In the discussion which followed, the life-insurance company rep- 
resentative said that most life-insurance companies in early 1953 had 
heavy forward investment commitments so that for many months 
shen there would be tightness in available funds for investment in 
Government securities. 

It was also indicated that at this time life-insurance companies had 
opportunity to invest their funds in other sectors of the economy at 
more attractive yields and consequently they would not find invest- 
ments in Government bonds to the advantage of their policyholders. 

For these reasons the life-company representatives thought it would 
be wise to postpone the issuance of a long-term Government bond 
until the market was more receptive to such an issue. It was made 
clear, however, that if the Treasury should decide to start on a pro- 
gram of funding the Government debt in 1953, the life-insurance 
companies could be counted upon to cooperate as fully as possible 
toward making such a long-term bond issue a success. 
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Our joint committee on economic policy met twice with Treasury 
officials in 1954, both times at the invitation of the Treasury, one 
meeting taking place on January 18 and the other on September 15. 

At the meeting on January 18, following the usual Treasury 
presentation of slides depicting in charts the Government’s financial 
situation, Secretary Humphrey indicated that the purpose of the 
meeting was to obtain the views of the life-insurance business with 
respect to the general financial situation throughout the country. 

In a round-table discussion it was the consensus of the life-insurance 
representatives that the moderate business downturn then apparent 
would not be serious, and that a recovery would develop as the year 
went on. They reported that life-insurance companies generally 
were heavily committed witb regard to their investable funds, and 
that the life-insurance business as a whole would not in the spring of 
1954 afford much of a market for long-term Treasury bonds. 

The discussion at the meeting on September 15, 1954, was quite 
similar to that on January 18 of that year. In response to questions 
raised by Treasury officials, we described the continuing heavy for- 
ward investment commitment position of life-insurance companies, 
indicating that at that time the life-insurance business probably 
would not constitute a substantial market for a long-term Treasury 
bond. 

During 1955, the joint committee also met twice with Treasury 
officials, both times at their invitation, once on January 24 and the 
other on June 17. 

At the meeting on January 24, Under Secretary Burgess inquired 
whether it would be opportune for the Treasury to issue a long-term 
bond at that time. 

Members of the committee indicated that although forward invest- 
ment commitments of life-insurance companies remained heavy, so 
that life companies could not be expected to purchase large amounts, 
it was their opinion that a limited offering of a long-term bond would 
have support from life-insurance companies. 

At the meeting on June 17, Secretary Humphrey asked the Eco- 
nomic Policy Committee for their views on the residential mortgage 
market with particular reference to whether they thought that resi- 
dential construction and mortgage financing were proceeding at a 
pace which could not be sustained for any great length of time. 

The question was raised by Treasury officials as to whether there 
would be a shortage of mortgage money in coming months. It was 
indicated generally by members of our group that the supply of mort- 
gage money would probably remain steady in coming months. 

We expressed the belief that market forces generally were operating 
to restrict the availability of mortgage credit and that this was a 
healthy development in view of the inflationary pressure in residential 
construction. 

To date, there have been no meetings of the Joint Committee on 
Economic Policy with Treasury officials in 1956. 

I have tried here to give you a factual description of the meetings 
which have been held between life-insurance company representatives 
and officials of the Treasury. 

I hope this representation has made clear to you the nature of these 
meetings and the discussions which took place at them. 

If I can answer any questions, I shall be glad to do so. 
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The CuHairMan. Mr. Jonas? 

Mr. Jonas. I don’t believe I have any questions. It was a very 
fine statement. 

Chairman Dawson. Any questions? 

Mr. Pincus. I have no questions, Mr. Chairman. 

Chairman Dawson. Mr. Montgomery? 

Mr. Montcomery. No questions. 

Chairman Dawson. It seems your dissertation has been accepted 
at its face value, in that you have not invested too much money in 
Government bonds and given the Treasury very little support in 
their effort for long-term bonds, so there is not much questioning on 
this occasion. 

Mr. Anperson. I think we have been very good investors in 
Government bonds. 

Chairman Dawson. I just said that in passing. 

The hearings will be continued on Thursday morning at 10 a. m. 
At that time Mr. Burgess, the Under Secretary, will be with us, and 
we will meet in the caucus room. 

If there are any questions, we will undertake to have them answered. 
If not, we will stand adjourned at the present time. 

(Whereupon, at 4:20 p. m., the subcommittee adjourned, to re- 
convene at 10 a. m., Thursday, June 7, 1956.) 
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(Treasury Department) 


THURSDAY, JUNE 7, 1956 


House oF REPRESENTATIVES, 
SUBCOMMITTEE ON EXEcUTIVE AND LEGISLATIVE 
REORGANIZATION OF THE COMMITTEE ON 
GOVERNMENT OPERATIONS, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 10 a. m., in the 
caucus room, Old House Office Building, Hon. William L. Dawson 
(chairman of the full committee) presiding. 

Present: Representatives Dawson, Kilgore, Brown, and Jonas. 

Also present: Orville Poland, general counsel; William Pincus, 
associate general counsel (full committee); Elmer W. Henderson, 
subcommittee counsel; and, Orville Montgomery, attorney, General 
Accounting Office. 

Chairman Dawson. The subcommittee will come to order. 

This morning we are continuing the hearing on the organization 
and function of the four advisory committees used by the Treasury 
Department on matters of debt-managment policy. 

At our last meeting on June 5, we heard representatives from each 
of these committees and received much valuable information con- 
cerning public debt financing and the role played by the financial 
institutions represented on these committees. 

Today we have with us Mr. W. Randolph Burgess, Under Secretary 
of the Treasury, and the members of his staff, who will give us further 
information concerning the operations and functions of these advisory 
committees. 

The interest of this subcommittee in the activities of advisory 
committees was explained in the meeting of June 5. They represent 
one of the phases of the overall problem of the use of experts and 
consultants in the Government, which has been the subject of study 
and inquiry by this subcommittee since July of last year. 

We are interested in knowing what they do, the part they play in 
forming official policy of the Government, and whether their activities 
are such as would tend to mold or direct publie policy in channels 
which serve the self-interest of the financial institutions represented 
on the committees. 

Mr. Burgess, you may proceed, sir. 
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STATEMENT OF W. RANDOLPH BURGESS, UNDER SECRETARY OF 
THE TREASURY; ACCOMPANIED BY WILLIAM T. HEFFELFINGER, 
FISCAL ASSISTANT SECRETARY; ROBERT P. MAYO, CHIEF, 
DEBT DIVISION, ANALYSIS STAFF; AND FRED C. SCRIBNER, JR., 
GENERAL COUNSEL 


Mr. Buragss. Thank you, Mr. Chairman. 

I am very happy to be here this morning to tell you some of our 
Treasury procedures and purposes in this matter. 

I have brought with me here Mr. William Heffelfinger, who is the 
Fiscal Assistant Secretary, a career man who has been with the 
Treasury 39 years, | may say, and Mr. Robert Mayo, who is in charge 
of our economic analysis work on the public debt, who has been with 
the Treasury since 1941, and Fred Scribner, our General Counsel, who, 
like myself, was appointed under the Eisenhower administration. 

e ’ . . 

I might add for your interest, Mr. Chairman, that I myself have 
been connected with these problems for something like 25 years—— 

Chairman Dawson. We learned that yesterday. 

Mr. BurGess (continuing): Because I was with the Federal Re- 
serve Bank of New York for 18 years, and for the last 8 years of that 
time I was the Deputy Governor and Vice President in charge of 
Fiscal Operations for the Treasury. 

So at that time, I had the responsibility of gathering information to 
assist the Treasury in its debt-management policies. 

Now, this committee has had before it an enormous mass of infor- 
mation. I might remind you that back in 1953 we replied to a letter 
from Representative John W. McCormack, which asked a number of 
questions similar to those your committee has before it today, and in 
the course of our reply we pointed out that this is an old problem that 
Secretary of the Treasury Snyder made a statement about before the 
Douglas subcommittee in 1949, and again before the subcommittee 
of which Representative Patman was chairman, in 1952, referring to 
these advisorv committees that have been developed over a period to 
advise the Treasury and listing these committees. 

I might quote just a few sentences from the reply we made to 
Representative McCormack in 1953: 

Your questions suggest the danger that the groups consulted on Treasury 
financing may be able to take advantage of the information they receive as to 
Treasury plans. We have given considerable thought to this possible danger as 
I am sure have previous Secretaries who have followed similar practices. We 
believe this danger is reduced to a very minimum for several reasons. One is 
that we consult a wide group of people, and second, and more important, very 
full information about Treasury problems is published widely in the daily state- 
ment, the monthly Treasury Bulletin, frequent news releases, and frequent press 
conferences. No one has a monopoly of information. Possible courses of 
action are widely discussed in the press and in the news services. : 

As to the final decisions on what we are going to do in any specific financing 
I can say quite frankly that we usually don’t know ourselves just what our 
program is until a few hours before it is made public, and we always announce 
decisions after the market closing. We get advice from many people and suspend 
judgment until the last minute. When all the evidence is in, we make our deci- 
sions and announce the decision promptly. 

That is a letter signed by Secretary of the Treasury George M. 
Humphrey. 

We also furnished to the committee a substantial amount of infor- 
mation of all our advisory committees earlier this year. 
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Now, I have read the statements which were presented to you on 
Tuesday, and I should like, if I may, to make a brief statement which 
I have prepared with the idea of filling in places where it seemed to me 
there were gaps in these statements, because I do not want to take 
your time to run over a lot of material that you have already had 
before you. 

So, with your permission, I would like to read this statement, which 
is very brief, and then be available for questions. 

We are prepared to present to you any amount of information. 
We have brought along, for example, slides of the charts exactly in 
the form we present them to these advisory committees, and if you 
want to see them, you are quite welcome to, ‘although [ realize you are 
under pressure this morning as to time. 

But I should like to make this brief prepared statement. 

In reviewing the material already placed in your hands, there seemed 
to me 3 or 4 points that need clarification for your records as to the 
purposes and the results of the Treasury’s consultation with these 
committees. 

The first point I want to be sure is clear is the enormous importance 
to the American people of sound mangement of the debt. ‘The $275 
billion national debt is a major influence in our economic Jife. If han- 
dled improperly, it could be inflationary or deflationary. The failure, 
for example, of one of our large financing operations involving $10 
billion or $12 billion could have a serious effect on our whole money 
market and on the financing of business in this country. It is there- 
fore essential that the Treasury should take every precaution to get 
information from every useful source before making decisions about 
any of these operations. 

These four advisory committees that you have had before you are 
representative of an important part of the huge market for Govern- 
ment securities. In the course of exploring the facts for a new Gov- 
ernment issue, we consult, however, a great many other people. In 
‘particular, we get a great deal of help from the Federal Reserve Board 
and the 12 Federal Reserve banks, with their offices throughout the 
country, who are in contact with a great many people and with the 
market. We maintain contact, also, with the people who handle 
investment of pension funds—State, municipal, labor union, and 
other private—with trust companies which have money to invest, 
and a great many other individuals. 

Our exploration of the market for Government securities is continu- 
ous and not something that is related solely to the periods when we 
put out new issues. 

The bankers and dealers, whose representatives we consult, are not 
simply important markets for our securities, but they are also the 
principal salesmen. We rely upon the banks to keep their customers 
informed about our offerings of securities and they do this as a service, 
not only to the Treasury but to the public. After a new issue is 
announced, for example, the bankers and dealers do an enormous 
amount of writing and telephoning to their customers to tell them 
about the new issues. 

In this way, hundreds of thousands of people are reached quickly 
through the agencies of these financial organizations. And as you 
gentlemen know, you always get the best. cooperation from people 
when they know your problems, so that our consultations are one of 
the methods of assuring the successful sale of our bonds. 
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The big problem here is to sell our bonds, and that is a terrific job, 
and we have got to use every instrument that we can to make sure of 
that successful sale. That is the way to get the best price, also to 
make sure that you are cultivating your market. 

One point not commonly understood is that the rates of interest 
which our securities carry are determined by the Government security 
market, and when we sit down wiih the advisory committees there 
is seldom any important quesiion about the rate of interest which a 
security of any given maturity should carry. Hundreds of millions 
of dollars of Government securities are bought and sold every day in 
the free market and the price determined in this way dictates the 
rates that we have to pay on new issues. 

Every week, for example, the Treasury sells $1.6 billion Treasury 
bills at free public auction and the rate at which these bills se ll, 
together with the rate on purchases and sales in the open market, 
build up a kind of curve of rates which makes it fairly obvious at any 
time what rate a new issue of securities has to carry to be sold suc- 
cessfully. 

Therefore, our consultations with these advisory committees are 
not so much concerned with the rates of interest, but more largely 
the question of what kind of security the public wants—whether it 
is a bond issue, an issue of notes running from 1 to 5 years, or only a 
l-year certificate. The market itself writes the interest rate. 

The essential point is that the Treasury, for its guidance in very 
important operations, must have just as complete information as 
possible as to what maturities the publie will buy. On this point, the 
consultation with these committees is invaluable. 

Let me emphasize again that we do not tell these committees our 
decisions; we often receive conflicting advice, as you gentlemen have 
seen from some of the data presented by these committees. The 
Secretary makes up his own mind only at the last minute before the 
public announcement and after all the facts are on hand. 

The Treasury is most appreciative of the large amount of time and 
attention that the members of these committees have been willing, 
patriotically, to give both in advising with us and in assisting in the 
sale of securities then they are issued. We are fortunate in this 
country to have a spirit of public service which enables us to call upon 
our citizens in this way. It would be an unhappy day when citizens 
felt that services of this sort were no longer welcome. 

Now, one other point I would like to cover specifically in the state- 
ment, and the statement goes on with it: 

In your letter inviting representatives of the Treasury Department 
to appear at this hearing, you asked the Department to give informa- 
tion on the applicability of Department of Justice standards for the 
organization and functioning of advisory committees to the various 
committees which are consulted, from time to time, by the Treasury 
on matters having to do with debt management policy and have been 
so consulted since the early 1940’s. 

Insofar as I am informed, consultations by the Treasury with the 
advisory committees which are the subject of the hearing this morning 
have not been considered to raise problems in the antitrust field. 
The suggested standards, and they are only suggested standards, of 
the Justice Department have dealt primarily with steps to be takea 
in order to minimize the possibility of violation of the antitrust laws. 
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The suggested standards were, I believe, first called to the attention 
of certain departments of the Government in October of 1950. It is 
interesting to note, however, that the Justice Department did not at 
that time write to the Treasury Department concerning such 
standards. 

From time to time thereafter, these standards have been pointed 
out to various departments of the Government by the Justice Depart- 
ment in connection with the functioning of various committees. I 
do not understand, however, that it has been suggested that they 
should be formalized and put into effect insofar as the committees 
which we are discussing today are concerned. 

While no formalized regulations have been issued by the Treasury 
covering conferences with these committees, the operations of these 
committees do follow, in the main, the requirements which have been 
suggested from time to time. 

The committees which are your present concern are, in fact, set up 
as an integral part of the committee system in their respective parent 
organizations. Responsibility for membership selection rests solely 
WwW ith the ‘sponsoring organizations. 

That is a change from what it was at one time. When I was a 
member of an informal group back in the thirties, Secretary Morgen- 
thau individually invited a group of us to come to the Treasury and 
advise with him. In that case, he picked out the people. But the 
procedure now is that these organizations do the ent re selection. 

Meetings with the Government are called by the Treasury, which 
fixes the time and place of the meetings and determines the phases of 
public debt management to be discussed. Whenever the committees 
meet with representatives of the Government, the direction of the 
meetings is in the hands of a representative of the Government. The 
value of the meetings to the Government comes from the open, full, 
and complete discussion of the problem submitted. While minutes 
are not kept of all meetings, the Government representatives secure 
from such discussions the information which, with other information 
received from many sources, responsible Government officials use in 
reaching conclusions in the financing field. 

The functions of all of the committees with which we are here con- 
cerned are purely advisory and all determinations of action to be 
taken in the field of debt management are made solely by Treasury 
representatives and such decisions are not imparted to the committees, 
or any members thereof, these committees learning of the Govern- 
ment’s decision when a general public announcement concerning debt 
financi ing is issued by the Treasury. 

Thus, in their purposes and operating procedures, I believe these 
committees conform to sound principles for the relationship of such 
committees to a Government department. 

That completes my formal statement, Mr. Chairman, and I shall 
be glad to answer any questions. 

Chairman Dawson. Mr. Brown. 

Mr. Brown. I want, to express my personal appreciation and, I 
am sure, the appreciation of the entire committee for the statement 
you have made. 

The last 2 days of hearings have been quite a liberal education, at 
least for me, in connection with fiscal operations and the financial re- 
quirements of the Government. 
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I believe you will agree, will you not, that the management of this 
gigantic public debt of the United States Government is perhaps the 
greatest financial problem, or the most difficult one, ever faced by 
any person or by the treasury department of any government? 

Mr. Burcess. Well, Mr. Congressman, I have seen it change. 
When I was working with the Treasury back in the early thirties it was 
a debt of $16 billion or $17 billion, and now it is $275 billion. 

Mr. Brown. The greater the debt, the more difficult is the man- 
agement of it. 

Mr. Burcess. It isa terrific problem. I agree with you completely; 
it is a very difficult problem. 

Mr. Brown. If I recall the testimony that has been given here be- 
fore, actually the first time the Treasury went out to seek advice of 
persons in the financial world was back in 1917 and 1918 during World 
War I 

Mr. Buragss. I think that is correct. 

Mr. Brown (continuing). When we had a small problem in com- 
parison with the one today. 

Then that practice languished until the thirties, when they had 
another problem confronting them of deficit financing, and then, as 
I understand your testimony, the Secretary of the Treasury at that 
time called individuals 

Mr. Burgess. That is right. 

Mr. Brown (continuing). That is, individual bankers or repre- 
sentatives of insurance companies to get their opinions and their 
advice as to the marketability of certain types of Federal bond issues. 

Then in 1942, if I may review, according to the testimony, as I 
understand it, Secretary Morgenthau—and as I have been informed, 
at the suggestion of the President—formalized this thing by requesting 
these various great investment groups to name committees to repre- 
sent them to furnish information and to consult with the Secretary of 
the Treasury in connection with the issuance of Government securities 
and the management of the national debt. 

Now, I want to ask you very directly whether or not the final 
decision of the Secretary of the Treasury has always been guided by 
the decisions or recommendations of these various groups, or has he 
perhaps accepted some of their suggestions and dropped others? 

Mr. Burgess. The Secretary of the Treasury has made the final 
decision, and very often it has not followed the recommendation of any 
one of the advisory committees. These advisory committees’ recom- 
mendations usually differ. They do not give us the same advice. 
But sometimes we have followed the advice of one of the committees. 
Usually there have been differences of one kind or another. 

Mr. Brown. Then do you ask their opinions as to whether the 
organizations they represent, or the people they represent would be 
interested in this type of issue or that type of issue? 

Mr. Burasss. That is exactly it, ves. 

Mr. Brown. If I recall correctly the substance of the testimony of 
witnesses here representing the insurance companies, at one meeting 
they were asked how many long-issue bonds the insurance companies 
would be interested in purchasing 

Mr. Buregss. That is right. 











Mr. Brown (continuing). And the answer was, practically none. 
But isn’t that information that a Secretary of the Treasury would wish 
to have? 
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Mr. Bureess. It is the kind of market survey that anybody who is 
selling anything would make. 

Mr. Brown. Regardless of whether he was Secretary of the Treas- 
ury or anyone else. 

Mr. Burezss. You have got to find out who is going to buy your 
product. 

Mr. Brown. Now, besides these four groups that we have had before 
us, if I understand your testimony correctly, you have talked with 
representatives of pension funds and retirement funds of different 
types? 

Mr. Buresss. That is right. 

Mr. Brown. You have consulted with individuals, perhaps, with 
representatives of philanthropies and endowment funds of these 
special foundations? 

Mr. Buregss. That is right. 

Mr. Brown. So you take a composite picture, as it were, and then 
determine finally—that is, the Secretary of the Treasury does in his 
own mind, without undue or outside influence—just what can be done 
and should be done? 

Mr. Buregss. That is exactly the procedure. 

Mr. Brown. And is any announcement or information given to 
the representatives of these different organizations prior to the 
public announcement as to what decision the Treasury may have 
reached, or will reach later? 

Mr. Burgess. None at all; None at all. They have to wait for 
the public announcement. In fact, we have not made up our own 
minds until a few minutes before we announce it publicly, so that if 
they did some handsome guessing, they would probably be wrong. 
We would not know ourselves what we were going to do. 

Mr. Brown. In other words, Mr. Burgess, is there any way, to 
your knowledge and in your opinion, whereby any person who serves 
on one of these advisory committees can have an opportunity of mak- 
ing a profit for himself or his institution as a result of that service? 

Mr. Burasss. To the best of my knowledge, they do not have 
that opportunity, Mr. Brown. 

Mr. Brown. Has there ever been any instance, to your knowledge, 
throughout these years that you have served, where there has been 
any situation like that develop, any controversy or any claim, that 
some action of that kind was taken? 

Mr. Buresss. I know of no such instance. 

Mr. Brown. Let me follow through one more, and then I will be 
through. 

Now, I understand from the latter part of your testimony here— 
and I have read these communications back in 1950 from Peyton 
Ford, Deputy Attorney General, and then later on by H. Graham 
Morrison, Assistant Attorney General—it is your belief and your 
opinion the reason why the Treasury Department was not included 
in the list notified by the Attorney General’s Office and the Depart- 
ment of Justice relative to the possible violation of the antitrust laws, 
was that there was no way in which any action of these committees 
could have violated the antitrust laws; am I correct? 

Mr. Burcess. We have examined it very carefully, and we think 
they were thinking of an entirely different kind of committee, of an 
industry committee where a group of people within an industry might 
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conceivably have some effect in the policies, the pricing policies, and 
what have you, in industry. These groups are not at all of that type. 

In the first place, while they represent a very substantial amount 
of purchasing power, they could not monopolize the situation in the 
banking field, and, in the second place, they would not get any infor- 
mation that would help them do so. 

Mr. Brown. That brings up another question in my mind. What 
percentage of a typical bond issue put out by the Treasury is disposed 
of through these four different organizations, that the committees 
represent? 

Mr. Burerss. We have never tried to add it up. Of course, we 
have representatives of several of the largest insurance companies, 
who are a large element in their field, but even if you add it all up, 
we are dealing with a minority, because the market for Government 
securities is a market of literally millions of buyers all over the 
country. 

As far as the banks are concerned, there are some 14,000 banks in 
the market. 

Mr. Brown. I was interested in what you said about bidding at 
practically a public auction. 

Mr. Buresss. That is right. 

Mr. Brown. Now, the amount bid for these bonds, or the interest 
rate at which you can sell them, will depend upon the demand of the 
public for investments? 

Mr. Bureaess. That is right. 

Mr. Brown. In other words, if there is a great deal of plentiful 
money available, then they will bid high for the bonds at a low 
interest rate, is that right? 

Mr. Buragss. That is right. 

Mr. Brown. But if money is tight and there is not much available, 
then the interest rate automatically has to go up in order to attract 
capital to take it away from something else, is that correct? 

Mr. Buresss. That is correct. That is exactly what happens. 

Mr. Brown. And that is why we have seen this fluctuation in rates 
on Government bonds and other issues? 

Mr. Bureess. That is right. 

Mr. Brown. And, of course, it is the attempt of the Treasury, as 
I understand it, from the testimony before us, to try to convert, 
which is a big problem, because this debt came to us to a great extent 
very suddenly during World War II, and there is an attempt being 
made all time by the Treasury to convert as many of these sec urities 
to long-term commitments as possible; is that not right? 

Mr. Burexss. That is right; and to put them in the hands of just 
as many people as possible. Our savings bonds campaign is partic- 
ularly designed for that purpose. 

Mr. Brown. In other words,, you would rather have a great many 
people owning a smaller amount of bonds—— 

Mr. Burcsss. That is right. 

Mr. Brown (continuing). Than to have these bonds concentrated 
in the hands of a few who might dump them on the market suddenly 
in case of need? 

Mr. Burerss. The reason is that it is better for the economy of the 
United States. If the Treasury is in the market constantly for large 
amounts of money, it naturally interferes with the obtaining of money 
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by large and small business that want to go and borrow. It is a con- 
stantly interfering factor. It would interfere with the Federal Re- 
serve in executing its policy, so that a policy of spreading the debt, 
both in time and among the people, we believe, is very helpful to the 
economic well-being of the country. 

Mr. Brown. One other question. In your experience, have you 
ever known of any Secretary of the Treasury who has attempted to 
suggest or to dictate who should be named on these committees by 
the various organizations they represent? 

Mr. Burcsss. No, not since they have been appointed by the organ- 
izations. 

Mr. Brown. I mean, since they were appointed the other way. 

Mr. Burcesss. No; they never try to do that. 

Mr. Brown. And now the final question: Have you ever seen any 
evidence of political activity in connection with the work of these 
committees? 

Mr. Burcrss. Never. They have been nonpartisan committees, 
always with people who served on both sides of the political arena 
well represented. 

For example, one of the members of the ABA committee is former 
Under Secretary of the Treasury, Lee Wiggins, of South Carolina, 
who served under Secretary Snyder. 

Mr. Brown. Then—let us go back once more—besides going to 
these committees, you seek advice and information which you think 
will be helpful from many other sources? 

Mr. Buraess. We are at it all the time. When I was in lowa a 
few months ago, I took an extra day and went out in an automobile 
and visited country banks in Iowa and visited farmers and talked to 
them about some phase of the Government securities program. 

Mr. Brown. Now, I come from a country district. You did not 
find much money in those banks that would be available for this 
purpose? 

Mr. Burcess. You would be surprised. 

Mr. Brown. Thank you. That is all. 

Chairman Dawson. Mr. Jonas, do you have any questions? 

Mr. Jonas. I have just one question, and I would ask that to 
clarify the situation in my own mind. ‘There may not be any con- 
fusion about it. 

You have stated, sir, that on some occasions the Treasury has 
followed recommendations of one of these committees. Would it be 
correct to say that, instead of following the advice of one of the 
committees in the instances in which your decision coincided with 
their recommendation, you did not necessarily follow the recom- 
mendation; you made the decision yourselves, and the decision you 
made was in accordance with a recommendation that one or more of 
the committees had made? 

Mr. Bureess. Well, you can put it this way: that the circumstances 
write the ticket. When you examine the market situation on some 
occasions, you find there is only about one thing that any reasonable 
person would do. 

For example, we always start out by saying, “Can we sell long 
bonds?” If the answer to that is ‘“‘No,”’ if we find that the insurance 
companies are all loaded up with commitments and the savings banks 
do not want it, you cannot sell long bonds, no. Aliright. ‘Can you 
sell a 5-year note?’”’ Well, no; that is too long. 
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Well, you come down to the recognition—and it develops out of 
the work of these committees—‘‘No, you cannot sell a long note; 
you cannot sell a long bond; so you have to sell a short security, 
1 year.” 

Mr. Jonas. I just want to be sure that you do not receive these 
recommendations and blind yourself to everything else and follow 
the recommendations. 

Mr. Buraegss. No. 

Mr. Jonas. You consider them along with all the other factors and 
the study that you make of the problem and then make your decision? 

Mr. Buresss. Exactly. And it is not surprising if we come out 
with a similar decision to what the committee does, because in many 
cases the circumstances are so clear that any reasonable group of men 
that spends enough time thinking about it comes out with that 
conclusion. 

Mr. Jonas. That is the only question I had, Mr. Chairman. 

Chairman Dawson. Mr. Burgess, is there any difference in the 
problem of wartime financing and peacetime financing? 

Mr. Buraess. Yes, sir. 

Chairman Dawson. And these committees were first set up to 
meet the problems of war; were they not? 

Mr. Burcess. As a matter of fact, the informal committees were 
set up before the war in the late thirties and, while many of the pro- 
cedures were set up during wartime, the method proved so useful 
that Secretary Morgenthau and Secretary Snyder, I think very 
wisely, carried them on. 

The wartime problems, the wartime financing is something that I 
am very familiar with, because I did a couple of turns of duty witk the 
Treasury during that time. I served, Mr. Chairman, as you perhaps 
remember, as chairman of the war finance committee for New York 
State, and we had to help float the third and the fourth war loans. 

Chairman Dawson. You have had a long and distinguished career 
in this field. I asked you about the problems of wartime financing 
because it seems to me, then, there is no competition at all between 
the buyers of securities. 

Mr. Burcess. Quite right. 

Chairman Dawson. That is, everybody is trying to get rid of them, 
and no advantage can be taken. 

Mr. Burcesss. That is right; it’s quite different. 

Chairman Dawson. But in peacetime, when there are large sums 
of money available, then you do not have the same problem, and you 
dispose of them through the banks and those whose representatives 
you discuss it with, or through the insurance companies, and so forth. 
And it seems to me that there could be—in fact, if you remember, Mr. 
Fleming testified the other day that if a person were minded to and 
did some guessing, he could take advantage of the information that 
was asked, but he said the men were of such caliber and had such 
integrity that he could not conceive of such a thing. 

Mr. Burcgss. Well, Mr. Chairman, I think there are two answers. 
I have been on both sides of this fence. I have been in a commercial 
bank and I have been to meetings of this sort. I do not believe any- 
body is smart enough to take advantage of any of that information 
even if he wanted to. 
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There are more people that have gotten hurt following what they 
think is a special hunch, either in horse races or in the market, than 
almost any other way. They do not know what we are going to 
decide, and they do not know just what the effect is going to be on the 
market if we do decide it the way they recommend. That is one thing. 

The other thing is that we have had people of very high quality 
who have not revealed what was said and would not try to take 
advantage of it. 

I think that relates mainly to the question of publicity and getting 
a lot of talk going about the recommendations that are made, more 
than it does to taking advantage in their own interest of information 
they can get. That is, I do not think the danger is very great of their 
being able to use the information successfully. 

Chairman Dawson. I am happy to hear you say that. 

Mr. Burcess. And I might add that the information that they 
get with us, we publish. This green Treasury bulletin of ours is a 
very complete statement of statistical information about the market 
and the things that we present are public information. 

Chairman Dawson. That would not give to the public any idea 
of the amount of an issue you intended to make? 

Mr. Burcegss. Oh, yes. 

Chairman Dawson. That wotld be in your own mind, and even 
the men, after they talked to you, would not know that, according to 
your testimony? 

Mr. Burcess. You would be surprised about the amount the 
commentators and the people in the market know, within a few 
million dollars, just figuring out the situation. For example, we have 
a maturity next August of $12 billion. Now, everybody knows that. 
It is printed every day in the papers. They know we have got to do 
that. They know our cash position. They know that the job we 
have to do is $12 billion. 

Chairman Dawson. If all of that information is in your office, 
why do you need to consult anybody and give them the information, 
if they have already got it and you have got it? 

Mr. Burcess. We want—— 

Mr. Brown. I suggest, Mr. Chairman, it is in the Wall Street 


Journal every day. 


Chairman Dawson. That is right. 

Mr. Brown. And the reports come to the congressional desks every 
day. 

Chairman Dawson. That is true. But the trader has it and every- 
body else. Then why can’t they make their decision without consult- 
ing the various bankers and insurance companies? 

Mr. Brown. The only difference is that I think they are trying 
to find out who will buy these issues. 

Mr. Burcess. Our main function is to make a market survey. 
These people know whether the life-insurance companies are disposed 
to buy some more bonds. We do not know that until we consult 
them, whether these pension funds, and so on, would buy some more 
securities and how much. 

Chairman Dawson. The hr Ain es of the savings banks 
said that they have been trying to get you to issue some long-time 
securities, or long-term securities, and the »y would buy them up. And 
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you will not do it. Yet you testify this morning that you would like 
to dispose of that type of security. 

Mr. Burgess. We did do it, Mr. Chairman. We started out after 

many years when there were not any issues of long bonds, and we put 
out a three-and-a-quarter-percent bond in the spring of 1953, and 
we put out a 3-percent bond early last year, in February of 1955; we 
put out some more 38s in July. We put them out whenever we 
think they are going to be successful. 
* Now, the savings banks are just one element in the market. We 
have found that some of the other fellows did not want them, and the 
savings banks said they did. So we add them all up together and 
decide what to do. 

Chairman Dawson. I notice that the insurance representatives in 
testifying said that they were not interested in long-term bonds. 
Can you tell us why they were not? 

Mr. Buregss. It is because of the tremendous demands for mort- 
gage money and demands from business sources. 

Chairman Dawson. The high rate of interest, would that make any 
difference? 

Mr. Burcess. Well, they do bear a higher rate of interest than 
our bonds; yes. 

Chairman Dawson. And do you think that is why, as long as they 
can put their money into mortgages, and so forth, they will do that 
rather than to put them into bonds? 

Mr. BurGess. Yes. When they have this tremendous demand for 
money, that is so. 

Chairman Dawson. Why did you give the savings banks such a 
small proportion of what they asked for? They were allotted only 
a small proportion of what they asked for of long-term bonds. Why? 

Mr. Burcess. Now you come to a very difficult problem, of what 
percentage of allotment you give to subscribers. And we try to treat 
the subscribers to these bonds fairly and in relation to their needs. 
It is a very difficult problem, once you depart from making a pretty 
flat percentage allotment. Suppose a man subscribes for $1 million; 
you have a minimum amount you will give anybody, let us say, 
$10,000. That is convenient, and it also looks after the small fellow. 
When you get above that, you usually have to just treat each sub- 
scriber like the other subscribers. 

We have from time to time given what we call the investment 
institutions, the savings banks and the life-insurance companies and 
the pension funds a little break on that, given them a little higher 
percentage than the others. But ordinarily it is pretty hard to 
differentiate between them. 

Here is an individual. He thinks he has rights, and he ought to 
get a higher percentage allotment on his subscription. 

Chairman Dawson. You have testified that you would rather have 
a long-term issue than a short-term issue; am I correct? 

Mr. Buragss. Yes, sir. 

Chairman Dawson. Then if there is this demand for the long-term 
issue, why not fill it and not issue the short-term issue? 

Mr. Burcess. Well, Mr. Chairman, that is just exactly what we 
would like to do, but after getting these fellows in and counting the 
noses, we decide whether we can sell enough of the long-term issue to 
justify putting it out. 
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Chairman Dawson. It just seems to me it would be good business. 
If you know that a man is going to buy something and that is a 
preferable sale, you would give him what he wants. 

Mr. Burgess. It is, if there are enough of the ‘“‘hims” who want it 
to justify an issue. 

Chairman Dawson. I thought they had the money there and 
wanted to invest it. 

Mr. Bureess. As a matter of fact, they have not got the money 
there. They are very fully invested, and the only way they would 
take a long issue in many cases is by selling some short Government's, 
so that it would not add to the amount that we sold. 

Chairman Dawson. Mr. Pincus would like to ask you a question. 

Mr. Pincus. May I ask you, on that long-term demand by the 
savings banks, I got the impression the other ‘day that they felt that 
their demands have been far from met for quite a period of time now. 
If that were so, why couldn’t they have gotten a larger share of the 
30-year three- -and-a- quarter? 

Mr. Burcsss. Well, it is not so, Mr. Pincus. We get the state- 
ments of these companies and we consult a great many of them, and 
there is not any large unsatisfied demand anywhere at the moment 
for long-term Government securities. If they want them, they can 
go out in the market today and buy them below par. 

“Mr. Pincus. Now, wasn’t that 30-year three-and-a-quarter over- 
subscribed by 4 to 5 times? 

Mr. Burgess. That is right, yes. 

Mr. Pincus. And the savings banks have apparently been looking 
for an investment of that type. At least, that is the impression they 
gave us the other day in their testimony. And yet they got a very 
small percentage of that original issue. 

Now, you say you had to treat everyone fairly. Would you explain 
why you felt that if that were the repeated demand by the savings 
banks, and if your policy was to spread the ownership of the national 
debt, why you felt that it was necessary to distribute that 30-vear 
three-and-a-quarter among these other groups and give the savings 
banks such a small proportion? 

Mr. Buraess. They all got the same percentage allotment on their 
subscriptions after we had pared down some of the padding on that 
issue. And as to fairness of treatment, any of them who felt they did 
not get enough could have gone out up to a month or more later and 
bought the bonds below par in the market, because the money condi- 
tions got tighter after that and the bonds were available. 

Mr. Brown. May I ask a question there, Mr. Chairman? 

Chairman Dawson. Mr. Brown. 

Mr. Brown. Was there not a careful consideration by the Treasury 
for the issuance of these long-term bonds when some people in the 
financial world and some people in the Congress thought that short- 
term bonds could have been issued at a lot lower interest rate? 

Mr. Burcess. That was a very difficult decision, because the 
American Bankers Association representatives at that time advised 
against our putting out a long bond except for an exchange for the 
F’s and G’s. They thought that the issuance of a long bond would 
hurt the market. 
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Mr. Brown. I bought a few of those bonds and didn’t get what 
I put in for. 

Mr. Burasss. No. 

Mr. Brown. Wasn’t a greater benefit given in distribution to small 
investors like myself, where it would be distributed out, before it went 
to large institutions? 

Mr. Buraess. That is right. That is, we gave every subscription 
& minimum allotment of $5,000. 

Mr. Brown. And that was to get a wide distribution throughout 
the country rather than to have it in a relatively few financial institu- 
tions who might dump their securities on the market in case of need? 

Mr. Buragss. Mr. Heffelfinger hands me the announcement we 
made on April 22, 1953: 

The Treasury today announced a 20 percent allotment on subscriptions for the 
cash offering of 3% percent Treasury bonds of 1978-83. Reports received from 
the Federal Reserve Bank show the total subscriptions accepted aggregate 
about $5% billion. Subscriptions in amounts up to and including $5,000 were 
allotted in full. 

The Treasury explained that it was possible to allot these subscriptions in full 
without reducing the allotments on other subscriptions. All other subscriptions 
were allotted 20 percent subject to adjustment where necessary to the next 
higher $500, but not less than 5,000 on any one subscription. In addition, 
$117,779,000 was allotted to Government investment accounts. 

Then we gave out the detail 

Mr. Brown. You mean, like social security? 

Mr. Burcsss. That is right. 

Mr. Brown. And railroad retirement, and so on? 

Mr. Burcess. And FDIC. 

Mr. Jonas. Mr. Chairman, would you yield for one question right 
on that very point? 

Chairman Dawson. Certainly, Mr. Jonas. 

Mr. Jonas. Mr. Burgess, reference has been made to the testimony 
of Mr. Harder the other day who spoke for the savings and loan 
associations, and I recall that he did say that his institutions received 
20 percent. 

Mr. Burcsgss. Yes. 

Mr. Jonas. But then on page 12 of his testimony, there is this 
paragraph, and I am quoting from that page: 

On July 11, 1955, the Treasury Department reoffered the 3’s through February 
1, 1955, for cash. Savings banks received 65 percent of their subscriptions. 
Other investors were allotted only 30 percent. 

Mr. Burcsss. Yes. 

Mr. Jonas. Now, in that instance, you apparently allocated to the 
savings bank group a very much higher percentage of that issue than 
you did to commercial banks. 

Mr. Burcess. That is right. We have sometimes tried to do 
that—not just for savings banks but also for other thrift institutions. 
We get a certain number of complaints from other subscribers who 
say, ‘‘Well, we ought to have been treated the same as the savings 
banks.’”’ So it is always a question of whether you should make an 
equal allotment for everyone or whether you should give some ad- 
vantage or some preference. We have done it both ways. 

Mr. Jonas. I see. 

Chairman Dawson. Mr. Pincus. 
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Mr. Pincus. On the advisory committee standards, I believe in 
your statement you indicated that the committees follow, in the main, 
the requirements which have been suggested from time to time. 

Now, you are aware, are you not, that from time to time the Justice 
Department has frequently taken the position that these standards 
and policies are applicable to the administration of all industry 
advisory committees utilized by the various departments and agencies, 
and are not limited to those committees formed under the provisions 
of the Defense Production Act of 1950, as amended? 

Mr. Burcess. All industry committees 

Mr. Pincus. Is it your position that these committees are not 
industry advisory committees? 

Mr. Burcgss. I think in the intent of the Department of Justice, 
no, they are not committees of that type. 

Mr. ‘Pincus. W hy? How do you distinguish these committees 
from the industry advisory committees? 

Mr. Brown. I do not think he is a qualified witness, as a legal 
expert, to answer that. I think we ought to get that information 
from the Department of Justice. 

Mr. Burecess. | think it is very interesting that they did not send 
their letter to us at the time they started that. They gave us the 
indication that this was not intended to apply to us, 

Now, I may point out that this is simply a suggested list by the 
Department of Justice. There has never been any Administration 
decision that these would apply to every department through the 
Government. It is simply a suggestion that—— 

Mr. Pincus. Have you ever been contacted by the Department of 
Justice about these advisory committees? 

Mr. Burerss. We had an inquiry about the list some months ago 
and replied that we did not think it applied to us. 

Wasn’t that correct, Mr. Scribner? 

Mr. Scribner. The standards would not apply; that is right. 

Mr. Pincus. You replied that— 

Mr. Buresss. That we did not believe these standards—let the 
general counsel answer it. I have a lawyer here who knows these 
matters. Let him answer it. 

Mr. Scripner. —The question was, what regulations have been 
established for the organization and guidance of these committees 
and the answer was no regulations had been established. 

Mr. Pincus. And the Department of Justice has never followed 
up on that or done anything more about it? 

Mr. Scrisner. Not to my knowledge. 

Mr. Pincus. Now, do we understand that no minutes are kept of 
these meetings of these advisory committees? 

Mr. Buresss. Some of them do and some of them do not. We do 
not keep minutes. 

Mr. Pincus. The Treasury Department keeps no minutes at all? 

Mr. Buraress. No. The ABA committee files with us a copy of 
their recommendation. That is the only record we have of their 
meeting. The other committees normally do not file any written 
statement. It is simply oral. 

Mr. Pincus. So there are no minutes available for any committee 
except for the ABA committee? 

Mr. Buraess. Well, as Mr. Harder indicated, they keep a record. 
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Mr. Pincus. As far as the files of your Department are concerned? 

Mr. Burgess. That is correct. 

Mr. Pincus. Now, when you call these committees in to meet with 
you, do you prepare any agenda for them in writing? 

Mr. Burgess. Not in writing; no. We orally tell them the prob- 
lems we would like to have them consider. 

Mr. Prxcus. Then it is questionable whether they do comply in 
the main, as vou indicate in your statement? 

Mr. Burerss. No. I think that the two points on which a ques- 
tion may be raised are the question of minutes—the ‘complete 
minutes’ is what the Department of Justice said, and the question of 
whether the presiding officer is always the representative of govern- 
ment. 

When they are meeting with us, one of us always presides. When 
they are meeting by themselves as a committee of their own associa- 
tion, naturally, we do not preside. 

Mr. Brown. You have no representative ef the Treasury Depart- 
ment in the meetings of their own committees prior to the time they 
make their recommendation? 

Mr. Burcrss. That is correct. It is their own meeting. 

Mr. Pincus. Now, who meets with these meetings when you say the 
Treasury meets with them? Who is present at those meetings? 

Mr. Buragss. I always do, and usually Mr. Heffelfinger and Mr, 
Mayo, and perhaps one or two others from time to time. The Secre- 
tary meets for the final meeting in most cases, so that they present 
their final conclusions to him. 

Mr. Pincus. Now, how was this agenda circulated to these com- 
mittees? There is nothing in writing, I believe? 

Mr. Burcess. No. We ordinarily arrange the meetings by tele- 
phone and tell them the problems. Sometimes, for example, Mr. 
Fleming comes to see me before their meeting to make up his own 
agenda so that he can know in advance what kind of questions we 
are going to ask. 

Mr. Pincus. Do you seek the advice of all four groups on each 
proposed transaction? 

Mr. Burgess. Not of every one. When it is perfectly clear that 
a long-term bond issue is not in the works, we sometimes do not con- 
sult with the insurance group. I will very often call up the chairman 
of that committee or one of their representatives of the industry and 
ask him if they are interested in long bonds, whether they want to 
meet with us. They will say, ‘‘No, that is out now,” and we do not 
call them. 

But we are very glad to have them from time to time, because they 
are very helpful to us on some other matters. For example, reporting 
the situation on the mortgage market is one of the things we like to 
follow. 

Mr. Pincus. Which committees are always consulted? 

Mr. Burcess. The ABA and the IBA are always consulted. 

Wait a minute. Let me amplify that a little bit. They are nor- 
mally consulted. I think we have had some operations where we do 
not consult them. If, for example, it were a change in simply increas- 
ing the amount of Treasury bills or if it were a very short-term opera- 
tion in a very modest amount, we may have anticipated that somewhat 
in a previous meeting; so I would not say that we consulted them be- 
fore every Treasury financing. 
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Mr. Pincus. When you do consult with any of them, which ones 
would be the ones you always consult? 

Mr. Burcess. Those two would be the regular ones we consult. 

Mr. Pincus. What is the normal sequence in which you meet 
with those committees? 

Mr. Burcess. Well, there has been no set sequence. We arrange 
it at convenient times for them. Ordinarily the ABA committee 
comes first and the IBA second. 

Mr. Brown. That is generally just before you have some big bond 
issue to float, or refinancing problem? 

Mr. Burcegss. That is right, yes. 

Mr. Pincus. So that in view of the fact that you are always con- 
sulting with at least those two when you do consult, the IBA com- 
mittee would normally be the last committee to be consulted? 

Mr. Burcegss. I do not quite like the expression “normally.” It 
has happened recently in that way. It has been the convenient way 
to do it. There is no necessary principle involved in it. 

Mr. Jonas. Mr. Chairman, while there is a brief lull, may I say 
one word on an extraneous subject? 

Chairman Dawson. Surely. 

Mr. Jonas. I would like to call attention to the fact that in the 
audience is a group of high-school seniors from Mecklenburg County, 
N. C., selected on the basis of outstanding citizenship and sent bere 
by the Civitan Club of Charlotte to look at Government in action, 
and they came here to spend a little time with our committee this 
morning. 

Chairman Dawson. That is fine. 

Mr. Brown. May I inquire if they could possibly be from your 
district? [Laughter.] 

Mr. Jonas. Yes; they are. 

Mr. Brown. Then I am sure that they are very fine people. 

Chairman Dawson. I want to say that we certainly are glad to 
have you with us and glad that you have an opportunity to see your 
Congressman in action. 

In our judgment, he is one of the most able Members of the Congress 
and certainly one of the hardest working Members of this Congr ess. 
We are very happy that you are with us and we hope that you will go 
back home with a view of knowing that the Congressmen are down 
here trying to take care of the people’s business, and that your Con- 
gressman is on the job. 

Mr. Jonas. I did not expect that, Mr. Chairman. Thank you 
very much. 

Mr. Burcess. Mr. Chairman, I might say, lest it get overlooked, 
that we are prepared, if you would like, to show you exactly the 
charts that we show to these committees. That is at your disposition. 
I know how pressed you are for time. 

Chairman Dawson. We want to do that if we have the time, but 
there are some basic questions we wanted to get answered. For 
instance, if the counsel does not ask it, I] want to know something 
about the accord and the agreement between the Treasury and the 
Federal Reserve. 

Mr. Burcess. Good. 

Chairman Dawson. But counsel will proceed. 
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Mr. Pincus. What is the reason for the order you indicated, that 
is, the ABA first, and the IBA last? Is there any particular reason 
for that? 

Mr. Burgess. I think in general the ABA is composed of presidents 
of their institutions. It is rather a senior committee, and we look to 
them for help on these broader matters of policy, whether it is a good 
time to put out long bonds or intermediate bonds, and so on, and 
their judgment on a savings bond plan, whereas the IBA committee 
is closer to the market. 

When it comes down to the precise terms of an issue, the IBA com- 
mittee is a very useful committee, when we get very close to the point 
of going to bat. 

Mr. Pincus. They are the real experts, you would say, on the 
market? 

Mr. Burgess. Well, they are the more technical men. They are 
all experts in the sense that we think that the general policies are just 
as important as the techniques. 

Mr. Pincus. They were very modest when they were up here 
Tuesday. They said they were just technicians. 

Mr. Buraess. They are a very fine and able group of people who 
have been very generous of their time. 

Mr. Pincus. How do you present your problem to the committee 
when you meet with them? 

Mr. Burcess. The procedure is that they first come in and see 
these charts which present in graphic form the kind of information 
which is given here, but a form that is easier to digest, and which 
gives a good background of information. 

Then ordinarily they will come up to my office and we will sit 
around for a few minutes, and I will tell them the problem we want 
their help on particularly. Then they go out by themselves and 
give careful consideration to that and come back the next morning 
and tell us what their recommendations are. And when they come 
back at that time, the Secretary is usually available so that they can 
meet with him. 

Mr. Pincus. They indicated to us that before they make their 
recommendations to you, they go over and consult with the Federal 
Reserve people. Do you know what particular value that might be 
to them? 

Mr. Burcess. Well, that gives them the background of the broad 
monetary situation a little more than perhaps we can. 

They can get from Mr. Martin and the others a very good picture 
of the money situation. 

Mr. Pincus. Would that give them any idea of the amount of 
credit that would be available for purchasing these securities? 

Mr. Bureerss. Yes. I think it would be helpful in that particular. 

Mr. Pincus. Would the amount of credit available to them de- 
termine how they could handle these securities in the market? 

Mr. Burcess. You say, “amount of credit available to them.” 
It would not give a picture of the amount available to those particular 
people, but the amount available through the country. 

Mr. Pincus. Is it not true that most of these securities would be 
purchased on credit? 

Mr. Burgess. No, not ordinarily. Most of these are purchased 
for cash. 
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Mr. Pincus. Most of them are purchased for cash? 

Mr. Burgess. Oh, yes. But the ability of the institutions of the 
country to pay for them is, of course, shown by an analysis of the 
financial position. 

Mr. Pincus. Do you have any idea what Mr. Harder had in mind 
when he spoke of the speculative element having a direct influence 
on the issuance of these securities? 

Mr. Burcess. Well, there is a certain number of people who will 
buy a new issue hoping they can make a few thirty-seconds on it. 
Of course, the dealers are in that business. They are in the business 
of buying securities at one price hoping that they can sell it for a 
little better price. Sometimes they do and sometimes they sell it 
for less. That is in a sense a speculative operation, but it 1s also a 
very useful operation for the market. 

Unless you had somebody who was willing to buy or sell at a price, 
you would not have a market, if you had to rely solely on the ultimate 
buyers getting together. Y ou need some ‘body in between. And that 
isin the market for Government securities, for wheat, for cotton, and 
for everything that you buy and sell. There has to be somebody 
who helps to make a market. 

Mr. Pincus. Now, these people that are on these committees, say, 
for example, the IBA committee, don’t they actually make up the 
market? 

Mr. Buraess. Some of them. They are part of the market, yes. 

Mr. Pincus. Did you indicate esrlier that in your belief they were 
a minority of the market? 

Mr. Buregss. I was talking then about all the purchasers of Gov- 
ernment securities. If you take simply, technically, the Govern- 
ment securities market, the members of that committee would repre- 
sent concerns which are a reasonably substantial part of the market. 
Whether it is a majority or a minority, of course, I would not dare say. 
But as I say, they are just representatives. They are just members 
of the staff. They are not the men who necessarily make the policies 
for their organizations. 

Mr. Pincus. But are not these firms that are on the committees 
the market, so to speak, to the extent that the investors operate 
through these dealers? 

Mr. Burcess. No, I would not say that. They are a part of it. 

Mr. Pincus. If you want to find out what the market is or a part 
of the market, would you not have to go to these people? 

Mr. Burgess. You can read it off your chart in the morning. The 
quotations are on the Stock Exchange and they are given out by 
a great many people, so that you can find the market from a great 
many sources. 

Mr. Pincus. Now, would you agree or disagree with Mr. Pattberg, 
who in his testimony named 9 members of his committee that in his 
opinion handled at least 50 percent or more of the daily transactions 
in Government securities? 

Mr. Buraess. I am sure [ would not know how to answer that 
without making an analysis of it. 

Mr. Pincus. The Treasury—— 

Mr. Buraess. I do not believe it is true, 

Mr. Pincus. You do not believe that is true? 

Mr. Buresss. No. 
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Mr. Pincus. Does the Treasury have any figures that indicate—— 

Mr. Buresrss. As to the volume? 

Mr. Pincus. Yes. 

Mr. Burcess. No, we do not carry that along currently. The 
Federal Reserve made a survey of the market some years ago, as to 
volume, and so on. 

Mr. Pincus. There is no knowledge in the Treasury Department, 
then, as to these facts? 

Mr. Buraegss. Well, we have general notions about it, but we do 
not have precise figures on the volume of sales. We have the prices. 
The prices, of course, are available minute by minute. The Federal 
Reserve Bank in New York, which operates for us as well as for the 
System, can advise us minute by minute as to prices in the market. 
We get a sheet 2 or 3 times a day which comes to my desk, which 
shows the price trends in the market. But on the volume, the volume 
is available of sales on the stock exchange, but there is no publication 
on the volume of sales through the over-the-counter markets. 

Mr. Pincus. Then Mr. Pattberg’s statement, according to your 
knowledge, would not necessarily be correct? 

Mr. Buraegss. I have not had before me his precise statement. I 
would want to look at it very carefully. These are very important 
dealers and they have a very large volume. 

Mr. Pincus. Mr. Pattberg said, in answer to a question as to what 
percentage of these nine major dealers usually handled Government 
securities in the Government securities market, ‘I will say more than 
half. Ihave heard so many figures used as to how many Government 
securities are brought and sold each day and it has been a big trade 
secret as to how many bonds or Government securities each dealer 
transacts.”’ 

He said, ‘‘Yes, that would be my guess, at least 50 percent.”’ 

Mr. Burazgss. I would not take a shot at that one myself, because 
I would not have the figures to substantiate it. 

Mr. Pincus. Then where does the knowledge of these experts come 
from as to what the market is or should be for these securities? 

Mr. Buresss. He is making a guess. He acknowledges he is mak- 
ing @ guess. 

The Federal Reserve Bank of New York, I think, is the best author- 
ity on that. I think by making a careful survey of it, I could come u 
with some suggestion. I am just not prepared to do it offhand. 
That is all. 

Mr. Pincus. The Federal Reserve Bank of New York will have the 
information, you think? 

Mr. Burcegss. Well, they might have something approaching it. 

Mr. Pincus. Now 

Mr. Bureesss. May I interject? Mr. Scribner points out to me 
that in 4 of the last 9 meetings that we had with these different com- 
mittees, the ABA met last. That is, the IBA meeting was held, and 
then the meeting of the ABA. So there is no rule about it. It is 
just a matter of convenience. 

Mr. Pincus. What is the relative weight that you would give to 
the advice of these groups? [Laughter.] 

Mr. Brown. In other words, what is good judgment? That is a 
good question to ask. 

Mr. Bureagss. I do not know how you define that. 
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Mr. Pincus. Mr. Pattberg’s testimony as reported 1 in yesterday’s 
papers was to the effect that his group’s advice was “generally followed 
by the Treasury Department.” 

Mr. Buregsss. I think that is a little extreme. We value these 
committees a great deal. We like to have them feel that they are 
very important and very helpful, and we are very glad they feel that 
way. But I do not think a tabulation of the figures would actually 
show that their batting average was quite as high as that. 

Mr. Pincus. But you have no actual record that would show one 
way or the other? 

Mr. Buresss. No; we do not. 

Mr. Brown. May I ask one question right there? 

I am asking it from past experience and knowledge. Does the 
Treasury Department every now and then consult with some of these 
men on Capitol Hill on the Banking and Currency Committees, and 
others, relative to their debt management problems? 

Mr. Burerss. Of course, we have been repeatedly before the Bank- 
ing and Currency Committees, and the Committee on the Economic 
Report, and we see the members of the committees individually and 
privately very often, of course, too. 

Mr. Brown. And you take into consideration, in reaching decisions 
in debt management the opinions and views of some of the congres- 
sional committees which have investigated these matters? 

Mr. Burgess. Oh, yes 

These committees, gentlemen, make a very powerful impression on 
us, and the questions you ask we take very seriously. 

Chairman Dawson. There is a question about that in a lot of 
people’s minds. 

Mr. Brown. I have had considerable experience with relatively 
small debts. So perhaps you should consult with me in the future. 
I have had to manage some myself. 

Mr. Burcess. I think we should, Mr. Brown. 

Chairman Dawson. I operate on a cash basis. 

Mr. Brown. Yes; I understand vou do, Bill. 

Chairman Dawson. That is right. What I cannot pay for, I do 
not buy. 

Mr. Burcess. That is the safe way to do it, Mr. Chairman. 

Mr. Pincus. Secretary Burgess, you indicated earlier that you had 
read Mr. Pattberg’s testimony, I believe, or his prepared statement. 

Mr. Buresss. I read very quickly the statement that he had sub- 
mitted, the written statement, but I have not had a ehance to see his 
testimony and replies to questions, and so on. 

Mr. Pincus. Now, referring to his prepared statement, the illus- 
tration that he gave us of the meeting at the end of February and the 
beginning of March of this year, the illustration he gave us seemed to 
indicate that their recommendations in that case were followed almost 
to the letter. 

Mr. Burcesss. That is a case where we all came to a pretty close 
agreement. As a matter of fact, we followed practically the same 
identical pattern that we followed in December. So it was no great 
miracle for somebody to suggest repeating that pattern or for us to 
consider it. 

Mr. Pincus. Now, had your previous pattern as a rule included the 
feature of extra interest adjustment for that short period of time? 
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Mr. Bureuss. That has been done time after time. We did an 
interest adjustment in December, didn’t we, Bill? 

Mr. HerrevFinGer. Yes. 

Mr. Pincus. Was that recommended by the group at that time? 

Mr. BurGess. In December? 

Mr. Pincus. Yes. 

Mr. Buresss. Frankly, I do not remember whether it was or not. 

Mr. Pincus. But Mr. Pattberg indicated that there was a minority 
of his committee that thought the terms of their recommendations 
were overly generous, and he also indicated that the Treasury officials 
were apt to question the minority very closely to find out what was 
the basis of their thinking. Would that be correct? 

Mr. Bureess. That would be correct. We place as much value 
sometimes on a carefully reasoned minority statement as we do on the 
majority opinion. 

Mr. Brown. Those of us on this committee who are in the minority 
are convinced that the minority quite often is right. [{Laughter.] 

Mr. Bureess. I might say there is one point where we did not 
follow the suggestion of the IBA Committee in February. I will read 
from Mr. Pattberg’s statement on page 6: 


The Committee’s opinion was that approximately $500 million could be sold— 
this is 3s— 
with a delayed delivery privilege. It was suggested that the offering be made in 
the near future, and furthermore, the Committee was of the opinion that such an 
Offering would have little effect on the mortgage market. 

We did not follow out that recommendation. 

Mr. Pincus. Now, you indicated in your prepared statement that 
these people are the principal salesmen for these securities, and that 
after a new issue is announced, they do an enormous amount of 
writing and telephoning to their customers to tell them about the 
new issues. 

You say they represent probably a minority of the market. Would 
they do much telephoning, and so forth, before they come to your 
meeting? Or how do they ascertain the sentiment before they come? 

Mr. Burcess. No. When I made the statement about our princi- 
pal salesmen, I included all of these people, the banks. That whole 
group is a minority of the market. 

No. They do their work after the issue is publicly announced. They 
do not know what to talk about until the public announcement. Then 
the banks go to work with their customers and tell them about the 
issue and get their subscriptions in. They handle the subscriptions 
mechanically and then send them over to the Federal Reserve banks. 
We get millions of dollars of work out of these people in handling our 
work for us. 

Chairman Dawson. Don’t they make money out of the transaction? 
Aren’t they in it for money? 

Mr. Burgess. They do not make money out of the specific trans- 
action of handling the securities. Now, the place that they get 
compensated on this in some measure is the deposits. When we sell a 
cash issue, the Treasury leaves with the bank the money that is paid 
in by its customer as a Treasury deposit, and then we draw that 
deposit down over the next 10 days or 15 days or 20 days as we need 
the money. That is a system that was worked out first in World War I 
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and has been worked out over a period of years, and it is very con- 
venient because we do not go jerking huge amounts of money out of 
the money market and the banks until we need it. 

Mr. Brown. Now, you have special subsections in your Treasury 
Department at different times to try to encourage the general populace 
to buy bonds? 

Mr. Bureess. That is right—savings bonds. 

Mr. Brown. And they have bond meetings? 

Mr. Buraess. That is right. 

Mr. Brown. They take programs on the air. They get free time 
given to them by sponsors, and in most of the programs I have noticed 
they urge that you can buy these bonds at any bank, and so forth 
and so on 

Mr. Bureess. That is right. 

Mr. Brown (continuing). And for quite a while at any post office, 
as I recall, at one time during the war, you could go in and get savings 
bonds. 

Mr. Burgess. That is right. They are gradually discontinuing 
the postoffice sale in those “places where there are plenty of other 
places where they can buy them. 

Mr. Brown. The average little investors, the ones that you are 
trying to reach all the time, buy practically all their bonds through 
the local banks; is that it? 

Mr. Buresss. Through the banks, the savings and loan associa- 
tions, the savings banks. Those are the main ones. 

Mr. Brown. They are local institutions that they are used to doing 
business with? 

Mr. Buresss. That is right. 

There also is a very large amount of those distributed through 
payroll savings plans. That is, the General Electric Co. or any other 
corporation will make a payroll deduction and then turn over the 
bond to the workman when he has earned it. 

Mr. Brown. And there is no charge to the investor or to the 
Government for that service? 

Mr. Burgess. That is right. We are getting millions of dollars of 
free service out of it. 

Mr. Brown. That is simply a patriotic service? 

Mr. Buresss. That is right. Well, I think they also feel that is it 
to the interest of the business concern and to the interest of the bank 
to have these bonds distributed through the people. It gives them 
a backlog against any emergency that arises. 

Chairman Dawson. Self-preservation? 

Mr. Burasgss. That is right. 

Mr. Pincus. Now, since the Federal Reserve has stopped under- 
writing your issues in effect—that is a fact, now; is that not correct? 

Mr. Buraess. Yes. That is a little sweeping statement, but let 
us let it pass. It comes very close to describing the change. 

Mr. Pincus. I am speaking in layman’s terms. 

Mr. Buresss. That is right. 

Mr. Pincus. I am no expert. 

Mr. Buresss. All right. Yes. 

Mr. Pincus. To what extent, then, is the Treasury, as you put it, 
dependent—is it dependent completely on the market, would you 
say? 
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Mr. Buregss. Again I do not quite like the language. We have to 
be guided by the market in the pricing of our issues, of course. I do 
not know just what you mean when you say “dependent on the 
market.” 

Mr. Pincus. Perhaps we can explore that. 

When the Federal Reserve was committed to buying Government 
securities, you had some assurance, did you not, that there would be a 
guaranteed market of sorts for your securities that would not fall 
below a certain point? 

Mr. Bureuss. That is right. 

During the war and for a while thereafter, the Federal Reserve 
pegged the market; so the »y would always be there with a basket to 
pick up any securities that were forced on the market, at a certain 
price. They have given up that price pegging. 

I would not say, however, that the market was completely cut 
adrift. That. is, the Government security market is an enormous 
factor in our economy, and the Federal Reserve in its policies, as Bill 
Martin has stated in various hearings, gives consideration to the Gov- 
ernment security market as one element that they must consider in 
deciding their policies. 

Mr. Pincus. But you really have to rely—or don’t you—on open 
market sales, now? 

Mr. Burasss. Well, ves, we rely on sales to the market. 

Mr. Pincus. Wouldn’t this increase the importance of the roles 
played by these advisory committees on debt management? 

Mr. Burcsss. To a degree, yes; to a degree. It was just as im- 
portant before, because if the Treasury made a mistake and the Fed- 
eral Reserve had to come in to rescue it, that was a very bad thing 
for the economy, so that it was just as heavy a penalty to the economy 
for the Treasury to make a mistake then as it is now. 

Chairman Dawson. You said that the Federal Reserve would 
have to step in. I think that that is a statement that should be 
explored. 

Mr. Burcesss. All right, sir. I would be delighted. 

Chairman Dawson. Would you explain to me the background and 
what was the situation? 

Mr. Buresss. During the war, in this country as in other countries, 
all the economy had to be focused on financing the war, and the 
market for Government securities was no exception. And the facili- 
ties of the Federal Reserve System were used to make sure that the 
Government could sell the bonds that it needed to carry forward the 
war. 

They developed a practice of providing a pegged market. Just as 
during the war we fixed the prices of commodities, so they fixed the 
prices of Government securities. 

Chairman Dawson. That took speculation out, would you say? 

Mr. Burcess. No. It really did not take speculation out, because 
you had a sure thing. You could make niore money out of it then 
than you could with a free market, bee ause you had a sure thing. 
You knew the price could not go below a given point, and you could 
speculate with protection. That is one of the reasons it was desirable 
to discontinue the thing just as soon as we could. 

Now, unfortunately, we kept up that practice, which was a very 
comfortable practice for the Treasury, to have a market that was 
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pegged by the Federal Reserve System, and I think our Treasury 
was not alert to the problem, and they went on for years after the 
war depending on the Federal Reserve System more than they should. 

Fortunately, the Federal Reserve System resisted that, and there 
were discussions before the Congress. You speak of the influence of 
Congress. I think the hearings before the Douglas subcommittee, 
as I remember it, in the summer of 1949——— 

Chairman Dawson. | am reading those now. 

Mr. Burasss. That was in the summer of 1949. 

Chairman Dawson. The Patman subcommittee. 

Mr. Buresss. I appeared before the Douglas subcommittee, and 
those hearings aired the whole business, and I think as a result of that 
hearing the public opinion was clarified that it was a bad practice to 
continue in peacetime the price pegging in Government securities 
that had been true in wartime. 

The result was that in the spring of 1951, the Treasury and the 
Federal Reserve got together and agreed that they would discontinue 
that practice of pegging the prices of Government securities. 

Now, the agreement had a lot of codicils and strings and things to 
it that made it far from perfect, but it was a great forward step. It 
did not go all the way. It did not completely free the market from 
Federal Reserve support. 

The Treasury continued, I think, to try to put out its securities 
at artificially low rates. But it was a great step forward. 

When we came in at the end of 1952 and the beginning of 1953, we 
recognized those principles. We felt we carried them to their logical 
conclusion in giving the Federal Reserve System the freedom it 
needed to fulfill its lawful function of influencing the credit situation 
in the public interest. 

Chairman Dawson. The Treasury Department is a constitutional 
setup. 

Mr. Buraess. That is right; yes. 

Chairman Dawson. And the Federal Reserve was created by the 
Congress. 

Mr. Buraess. That is right. 

Chairman Dawson. And I would be jealous of the prerogatives of 
the Secretary to see that they were not invaded. 

I am studying it, and I am going into the Patman hearings, because 
I have sometimes thought—and I do not see why I should be the one 
to be thinking about it, because I do not know anything about 
money—but I have sometimes thought that the thing we created is now 
exerting a greater influence over the economy of this country, and 
oe dictating to you or influencing the situation beyond you. 

I do not think that is in contemplation of the Founding Fathers nor 
is it a good financial setup in light of the constitutional foundation of 
our Government. 

Mr. Bureess. Well, Mr. Chairman, I am delighted that you are 
studying these problems. I think that one result of recent problems 
has been to help educate the public and the Congress and others on 
these very important issues of the influence of money and its great 
importance in the economy and the place of the Federal Reserve 
System and the Treasury. I think that it is a very valuable thing 
for us all to learn more about it. 
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Chairman Dawson. But we do not want to shift responsibility, 
nor should any agency be put in position above that of the Treasury 
to influence the economy of our Nation 

Mr. Buraesss. Yes, sir. 

Chairman Dawson (continuing). Over and beyond the Treasury. 

Mr. Burecess. That is a tremendous question that has been debated 
at length in all countries. The great problem is to see that these 
very important questions of credit policy do not get into the political 
arena and get distorted and subordinated to something other than 
the best good of the economy of the United States. 

Now, as you suggest, there has to be somehow a working method 
by which the Treasury and the Federal Reserve System work together. 
I have studied that for years. I have been on both sides of the fence. 
I have been in the Reserve System 

Chairman Dawson. They are not amenable to you; they are not 
accountable to you?. 

Mr. Burasss. No. 

Chairman Dawson. They are not accountable to the Congress. 
They are not accountable to the President. 

Mr. Buraess. Well, I think in some ways 

Chairman Dawson. They are just a seperstructure, it seems to 
me, erected, that has gotten itself in a position to influence the economy 
of this country, above being questioned, almost, by anybody. And 
if I am right—and I may be right or not be right—if I am right, I 
think it is a dangerous situation, and I think it is a situation that can 
lend itself to speculation and other things. 

Mr. Brown. May I comment on your statement? | 

Chairman Dawson. Yes; certainly, Mr. Brown. 

Mr. Brown. Like yourself, I think that we have a problem in the 
situation. Of course, the Treasury is a constitutional office. The 
Federal Reserve System was created back in 1913 by legislation intro- 
duced by Henry Steagall, of Alabama. 

Mr. Burecess. And Carter Glass, of Virginia, as a system to try to 
control some bad practices that existed at that time. 

Mr. Brown. Now it is a creature of the Congress. 

Mr. Buraess. That is right. 

Mr. Brown. If it has done anything that is wrong, if it has grown 
too powerful, if it does dictate to or control the actions of the Treasury, 
then is it not the duty and the responsibility of the Congress, and 
especially the leaders in the Congress like the gentleman who just 
questioned you, to take some action to change the law or repeal it 
and do something else? Certainly, we cannot blame the Treasury 
for that situation, except that you have been warned to resist any 
undue pressures. «And knowing you for a good many years and 
knowing the Secretary of the Treasury for even longer, I do not know 
whether anybody is going to push you around any further than they 
have the right to do. If we give them the power and the right to do 
it, then that is our fault. 

Mr. Burasss. If I may respond, I think both of you said some very 
important things. I just want to say from the point of view of the 
Treasury that we ticlievs that the Federal Reserve System has in 











general followed a very wise course over the years that we have been 
working with them. We have an enormous regard for the people in 
the System, for Bill Martin, for a man like Allan Sproul in New York. 
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Chairman Dawson. But we do not deal in personalities, because 
they can pass off tomorrow. 

Mr. Buresss. Yes. 

Chairman Dawson. And if this thing is capable of influencing the 
economy like this, we ought to do it by law that affects the condition 
rather than depend upon the integrity of men. We do not deal with 
the integrity of men. But you have to question judgment. For 
instance, I am reading from Business Week, May 5, 1956: 

Nor is this all. In 1953, when the Federal Reserve finally reversed its tight- 
money policy, it slashed member bank reserve requirements and bought nearly 
$1 billion of Government securities in the open market. It thus increased bank 
reserves by over $2 million. 

The inevitable consequence was that the Government and other gilt-edged 
bonds, having been depressed unduly, rebounded sharply. Any financier of 
average intelligence was offered a guaranteed profit. 

And any time an institution is in position to manipulate the market 
like that and is not accountable to anyone for its actions, it is certainly 
time for somebody to begin to take notice, it seems to me. 

Mr. Brown. May I comment on that, just out of fairness? 

Chairman Dawson. Certainly, Mr. Brown. 

Mr. Brown. I have no official information, but from the common 
rumor and report that has been floating around in financial circles 
and on Capitol Hill, there has not been a complete agreement, let 
me say, between the Treasury and the Federal Reserve System as 
to the rediscount rate. But the Treasury is in no position to fix that. 

Instead, the agency that can fix the rediscount rate has a power 
of its own which was given to it by the Congress of the United States. 

Mr. Buraess. That is correct. 

Mr. Brown. Of course, there is a grave economic debate going 
on right now between those who believe in easy money and those 
who believe in holding down the amount of debt that may be incurred. 

Chairman Dawson. The responsibility for our economic situation 
ought to be finally in the Treasury. 

Mr. Brown. Then we ought to put it there. If you feel that way, 
then you should get it done. 

Chairman Dawson. Why don’t we introduce some legislation 
which would remedy the situation? 

Mr. Brown. Now, wait a minute. The chairman is the one who 
is complaining and has convinced himself and made up his mind. So 
he should lead this great crusade to reform the banking system. 

Chairman Dawson. I am willing to lead it if they will give me 
the implements of war. I admit I do not know anything about money. 

Mr. Brown. You can draw any legislation that you want. 

Chairman Dawson. But I am a Congressman that can introduce 
legislation. 

Mr. Brown. Yes; and you have a great influence in the Congress. 

Chairman Dawson. And with your help we might cure that 
situation. 

Mr. Brown. Well, I am not as convinced as you are that we ought 
to destroy the Federal Reserve System. 

Chairman Dawson. I did not mean destroy it. I did not say 
destroy it. 

Mr. Brown. Well, I would want to hear the arguments in support 
of any legislation that you might introduce on this subject before I 
determine how I should vote on it. 





138 DEBT MANAGEMENT ADVISORY COMMITTEES 





Chairman Dawson. That is right. 

Mr. Brown. So I will be looking forward to action on your part 
within the very near future. 

Chairman Dawson. When I can get the backing, support, and 
the knowledge of what legislation ought to be introduced to cure the 
situation for the Treasury Department. 

We are agreed, then. 

Mr. Burgess. | just want to make it clear, from the point of view 
of the Treasury, that we are not proposing any change in the Federal 
Reserve structure. We think it is pretty good, and we are going to 
have differences of opinion from time to time, and I think the Federal 
Reserve would be the first to recognize that they do have a great many 
pressures on them which are effective, and perhaps know ledge that 
the Treasury has a little difference of opinion is taken very seriously 
by the Reserve System, and perhaps the fact that the Congress ex- 
presses its views is taken very seriously. 

So that System, consisting, in the police; y decisions, of a Board in 
Washington and Boards of Directors in 12 Federal Reserve banks, is 
pretty responsive to public opinion and the opinion of the Congress. 

We think the System is a pretty good one. 

Chairman Dawson. We do not want to destroy the System. We 
want to outline areas of jurisdiction. There cannot exist 2 masters 
side by side, because when they differ, then you have 2, 1 going off 
one way and 1 the other, and I do not see why the Treasury should have 
to get down on its knees and come to beg the Federal Reserve System 
to let them perform their functions. 

I say, I think it ought to be done for the benefit of the people of 
America. Maybe I am all wrong. I do not know. 

Mr. Brown. Now, I know the witness pretty well; I looked * his 
trousers this morning, and there are no patches on his knees. I do 
not believe he has been down on his knees begging the Federal Re- 
serve System to do anything. He may bave a fixed opinion and 
views, but I do not think that situation exists. 

Chairman Dawson. He said it was more comfortable for the 
Treasury when the Federal Reserve is supporting them. 

Mr. Brown. That is right. But that does not mean that you beg. 
You make me very uncomfortable at times, Mr. Chairman, but I do 
not beg. 

Chairman Dawson. No; and I do not want them to beg. That 
was only a figure of speech, which he understood. 

Mr. Brown. We understood that. You do not have to beg now, 
Mr. Witness. 

Mr. Burcess. Thank you. 

Mr. Jonas. May I ask a question, Mr. Chairman? 

Chairman Dawson. Yes, sir. 

Mr. Jonas. Aren’t we getting slightly afield from the study of 
WOC’s and WAE’s? 

How long is this going to continue? 

Mr. Brown. We have a vote coming up here in a few minutes on 
an amendment. 

Mr. Jonas. We have some bills up there. 

Chairman Dawson. I caused the deviation. You will forgive me. 

A few more questions. Proceed, Mr. Pincus. 
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Mr. Prncus. On this point of the Treasury being more comfortable, 
in what way are they less comfortable now since the Federal Reserve 
System has bowed out of the picture? 

Mr. Bureess. In the first place, I do not concede that the Fed 
has bowed out of the picture. The Fed still feels it has the responsi- 
bility for the money markets, including the Government security 
markets. But I know what you mean, that the Fed is no longer 
pegging the prices of Government securities. Of course, it makes our 
task of selling Government securities one of ascertaining very carefully 
what the market will take, and meeting the market, which I think is 
a very good thing. 

Mr. Pincus. So you have to rely more heavily, then, on the advice 
of these people; would that not be so? 

Mr. BurGerss. No; I would not say that. Our problem is—I think 
the economic effects of making a mistake were just as bad before as 
thev are now. 

Mr. Pincus. But there was a floor, so to speak, below which your 
mistakes could not go previously. 

Mr. Burcess. Well, they could not go in terms of the prices of the 
Government securities, but the economic consequences might be just 
as bad. 

Mr. Pincus. So you feel that there is no difference in your relation- 
ship as far as reliance on the opinions of these people is concerned? 

Mr. Buraess. No; | think there is no material difference. 

Mr. Pincus. There is no material difference. Is there any differ- 
ence at all? 

Mr. Bureess. Well, of course, as I say, our problem shifts a little 
bit, but there is no change in kind or in substance. 

Mr. Pincus. Have the members of the IBA committees and the 
ABA committees been different individuals? 

Mr. Buragss. There is some change each year. There are some 
new ones coming along and some old ones going off, but many of them 
continue for a long time. 

Mr. Pincus. And do any of the same people serve on both com- 
mittees? 

Mr. Burcess. There has not been any overlap. I think at the 
moment there is one member on both. That is the first time. 

Mr. Pincus. That is Mr. David M. Kennedy? 

Mr. BurGcess. That is right. 

Mr. Pincus. Has Mr. Kennedy ever been employed by the Treasury 
Department? 

Mr. Burgess. Oh, yes; he was with us for better than a year. 

Mr. Pincus. In what capacity? 

Mr. Burerss. He was also with the Federal Reserve System for a 
good many vears at an earlier,date, with the Federal Reserve Board. 

Mr. Pincus. And he was employed by you before his membership 
on both of these committees? 

Mr. Burcesss. That is correct, yes; that is correct. 

Mr. Pincus. And did he work with you and the Secretary when he 
was in the Department? 

Mr. Buresss. That is right. He worked directly with us. 

Mr. Pincus. He worked directly with you. 

What were his assignments when he worked in the Department? 
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Mr. Burcess. He worked on the public debt. He worked on just 
these problems we have been discussing. 

Mr. Pincus. He worked on this very area that you have been 
discussing? 

Mr. Buraess. That is right. He was a very able and useful citizen. 
They liked him so well that they wanted him on their committees when 
he left the Treasury. 

Mr. Pincus. Did he work on the problems of issuing these securities. 

Mr. Buregss. That is right. 

Mr. Pincus. Was he limited to any particular part of that problem? 

Mr. Buresss. He did what we assigned him to do. 

Mr. Pincus. Could you tell us a little bit about what his assignment 
was! 

Mr. Bureess. Well, we used him a great deal to get around the 
country and see a lot more people than we could see ourselves. He 
went to meetings of bankers’ associations and spoke to them, giving 
them some of the same information that we give the committees when 
they come in. He would spend a certain amount of his time in Chi- 
cago. He had an office at the Federal Reserve Bank in Chicago, 
and would see a great many people going back and forth there. 

So it lengthened our arm in the sense of giving us someone to brin 
in more information and to take information out. He was very usefu 
to us. 

Mr. Pincus. What type of issues was he working on? All types? 

Mr. Buresss. All types. 

Mr. Pincus. And in general, then, in your public-debt management 
in the area in which he worked, he would be most concerned with those 
issues that would be purchased, that is, the larger issues, by your 
commercial banks, your investors? 

Mr. Burgess. No, I would not say so. He worked on all those 
things. He was a general assistant on these public-debt matters. 

Mr. Pincus. And his periods of service were in part of 1953 and 
in part 

Mr. Burcess. October 1953 to December 1954. 

Mr. Brown .Had he had any connection prior to that time? 

Mr. Burcess. Yes. He was on the staff of the Federal Reserve 
Board for a number of years prior to that. 

Mr. Brown. Any connection with the Treasury prior to that? 

Mr. Bureesss. No, I think not. 

Mr. Pincus. And according to the information you furnished, he 
drew compensation of $10,478 and expenses of over $7,500, and those 
I assume would be in connection with his going around the country? 

Mr. Buraesss. Travel expenses, yes. 

Mr. Pincus. And you would not say that he was primarily in- 
terested in savings bonds? 

Mr. Buregss. No. 

Mr. Pincus. Then the information furnished by the Treasury 
Department on individual consultants might not be fully accurate? 

Mr. Burcess. He did work on savings bonds, and he was very 
helpful in that program. Whenever he made these speeches, he put 
in a plug for savings bonds, which was entirely justified from the 
point of view of the savings bonds program. 

Mr. Pincus. Did he work with these committees when he worked 
with the Treasury Department? 
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Mr. Scrispner. I assume you mean did he attend the meetings of 
these committees? 

Mr. Burecess. No. He sat in when we were meeting with the 
committees. He did not sit in with the committees when they were 
not meeting with us. 

Mr. Pincus. And would you say that the testimony given by Mr. 
Fleming and Mr. Pattberg to the effect that he himself is in the 
business of buying and selling securities, is correct? 

Mr. Buraess. Well, he is now. He is one of the important officers 
of the Continental Bank in Chicago. 

Mr. Pincus. Was he at the time he was employed by the Treasury 
Department? 

Mr. Buraess. Oh, no. He severed that connection. 

Mr. Pincus. I would just like to refer you to the information that 
was previously furnished by the Treasury Department on individual 
consultants, and perhaps there might be some additional information 
that could be furnished to amplify what Mr. Kennedy’s actual duties 
were, because from the information that was furnished, he was listed 
as an employee of the Savings Bond Division. 

Mr. Buraess. Well, that is purely technical, as to where you 
allocated his payroll. That is all. 

Mr. Brown. In other words, he did general work, but he was on 
the payroll of that particular Division? 

Mr. Byreess. He did general work, yes. That was just a matter 
of convenience; yes. 

Mr. Pincus. It was just a matter of budgetary convenience? 

Mr. Burcess. That is correct, yes. 

Mr. Pincus. I have just one more point. 

On this extra interest adjustment of which one example is this issue 
of earlier this year, could you explain, so that we could understand—— 

Mr. Bureess. I am not sure. 

Mr. Pincus (continuing). Exactly what was involved in that, Mr. 
Burgess? 

Mr. Burgess. I would like to have you hear Mr. Heffelfinger talk. 
Let us have him answer that. 

I may say Mr. Heffelfinger has been dealing with these extra interest 
adjustments for 29 years or so, because this thing has been going on 
for a long time. 

Mr. HerrevFinGer. The interest adjustment comes into play when 
one issue is normally put out at a different rate from the issue which 
is maturing. 

It is important, also, for consideration when there is a wide range 
of difference between the interest rate on the new issue and the 
interest rate on the maturing issue which is being refunded. And 
that was the situation when we came up to the March refunding 
operation. 

We were offering 2% percent certificates and 2% percent Treasury 
notes for issues which were maturing and bearing 1% and 1% percent. 
One of the maturing issues was March 15 and one of the maturing 
issues was April 1. 

So in putting out the new issues, which were dated March 15, we 
offered them in exchange for both of the maturing issues. We offered 
them on March 5, and the new certificates were dated March 5. 
Interest began to accrue on the new certificates from that date at 
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the rate of 2% percent for the certificates and the rate of 2% percent 
for the notes which were then being offered. 

Mr. Brown. Now, that increase in rate between the old certificates 
and the new was attributed to the fact that money had become tighter 
and the interest rates higher, generally; and, in order to market them, 
you had to have a higher interest rate; is that it? 

Mr. Herrevrincer. That is true. 

Mr. Brown. May I ask one more question, Mr. Pineus? 

How long have you been with the Treasury? 

Mr. HerFreFincer. T ‘hirty-nine years, sir. 

Mr. Brown. Thirty-nine years? 

Mr. H&EFFELFINGER. Yes, sir. 

Mr. Brown. You must have started as a small boy. 

Mr. Herrevrincer. I did. 

So in order to attract the new securities being refunded into the 
maturing securities—and that is also tied into the adequacy of the 
rate of the new securities—without that adjustment, I would say 
that the interest rate on the new securities would have had to be at 
a higher rate. So when vou issue the securities, you start interest 
at that rate, and we also allowed interest in this case on the date of 
the new issues. 

Mr. Pincus. How much did that cost the Government in interest 
rate? Do you have any idea? 

Mr. Herretrincer. No. It is a matter of pennies I would say. 

Mr. Buresss. It would not have cost anything extra, because if 
you had not done that, you would have had to put out the securities 
at a higher coupon. So we saved money by doing it, because by that 
extra inducement we made the issue successful without putting a 
higher rate on it. 

Mr. Herretrincer. When I went over the record from 1922 and 
just picked out typical examples of the same thing which goes both 
ways, you will find we did it in 1922, and these are just typical years. 
They are not complete, by any means. 

Mr. Brown. There have been instances, have there not, where 
you refunded bonds bearing a higher rate of interest at a lower rate? 

Mr. Herre.rincer. At a lower rate. That was particularly true 
in the twenties, in the operation there. And over that period, practi- 
cally every year in all of our financings, we have done the same thing. 

I would be glad to insert this. 

Mr. BurGcess. Would you like to have that for the record, Mr. 
Chairman? 

Mr. Pincus. Yes. 

Chairman Dawson. It will be so received. 

(The material above referred to is as follows:) 





1922 


Circular 307.—Issue of 4)4-percent Treasury bonds dated and bearing interest 
from October 16, 1922, for cash and in exchange among other things for 4%4- -percent 
Victory notes, whe ther or not called for redemption, with adjustment of interest 
as of October 16, 1922. 

1927 


Circular 383.—Issue of 3%-percent Treasury bonds, dated and bearing interest 
from June 15, 1927, for cash and in exchange for 4-percent and 4'4-percent Second 
Liberty Loan bonds (called for redemption on November 15, 1927) at par with an 
adjustment of interest as of June 15, 1927. 
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1928 


Circular 392.—Issue of 3%-percent Treasury notes dated and bearing interest 
from January 16, 1928, in exchange for 4%-percent Third Liberty Loan bonds 
maturing September 15, 1928. Interest on the Third Liberty Loan bonds paid 
in full to March 15, 1928. 

Circular 405.—Issue of 3%-percent Treasury bonds, dated and bearing interest 
from July 16, 1928, for cash and in exchange for 4'%4-percent Third Liberty Loan 
bonds on which interest was paid in full to September 15, 1928, their maturity 
date. 

1934 


Circular 608.—Issue of 3%4-percent Treasury bonds, dated and bearing interest 
from April 16, 1934, in exchange for 4%-percent Fourth Liberty Loan bonds 
called for redemption on that date, or 3-percent Treasury notes maturing May 2, 
1934. On notes exchanged, adjustment of accrued interest as of April 16, 1934. 

Circular 523.—Issue of 2!2-percent Treasury notes, dated and bearing interest 
from September 15, 1934, in exchange for 4%4-percent Fourth Liberty Loan bonds 
called for redemption on October 15, 1934. Interest on the called bonds paid in 
full to that date. 

1935 

Circular 542.—Issue of 1%-percent Treasury notes dated and bearing interest 
from June 15, 1935, ir exchange for 1'4-percent notes maturing June 15, or 15¢- 
percent Treasury notes maturing August 1, 1935. In the latter case, interest 
adjusted to June 15, 1935. 

Circular 550.—Issue of 2%-percent Treasury bonds, dated and bearing interest 
from September 16, 1935, in exchange for 4%-percent Fourth Liberty Loan bonds 
salled for redemption on October 15, 1935, with interest on the bonds exchanged 
paid in full to October 15, 1935. 


1937 


Circular 580.—Issue of 134-percent Treasury notes, dated and bearing interest 
from December 15, 1937, for cash and in exchange for 25-percent Treasury notes 


maturing February 1, 1938. Interest on latter paid to December 15, 1937. 
1938 
Circular 598.—Issue of 2%4-percent Treasury bonds, dated and bearing interest 
from December 15, 1938, for cash and in exchange for 1'4-percent notes maturing 
March 15, 1939. Interest paid at the lower rate to December 15, 1938. 
1939 
Circular 611.—Issue of *% percent Treasury notes dated and bearing interest 


from June 15, 1939, in exchange for 1% percent Treasury notes maturing September 
15, 1939, Interest on latter paid to June 15, 1939. 


1940 


Circular 641.—Issue of 2 percent Treasury bonds, dated and bearing interest 
from October 7, 1940 in exchange for 114 percent Treasury notes maturing Decem- 
ber 15, 1940. Interest at lower rate paid to October 7, 1940. 


1942 


Circular 676.—Issue of 2-percent Treasury bonds, dated and bearing interest 
from January 15, 1942, in exchange for: (1) 1%,-percent Treasury notes due March 
15, 1942 on which that rate was paid to January 15 1942; (2) 3-perecent FF MC 
bonds called for redemption on January 15, 1942—exchanged at par with no 
interest adjustment; (3) 2%4-percent FF MC bonds called for redemption on March 
1, 1942, on which interest at the higher rate was paid to January 15, 1942. 
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1944 


Circular 734.—Issue of 2!4-percent Treasury bonds, dated and bearing interest 
from February 1, 1944, Part of an operation involving the refunding of 7 called 
or maturing issues for 3 new issues with various interest adjustments running 
both ways. See circular. 

Circular 761.—Issue of 2-percent Treasury bonds, dated and bearing interest 
from December 1, 1944, in exchange for 4-percent Treasury bonds called for 
redemption December 15 1944. Holders of called bonds were allowed 4-percent 
rate to December 15, and charged accrued interest on the new bonds from Decem- 
ber 1 to December 15. 

1945 

Circular 774—Issue of %-percent Treasury certificates, dated and bearing 
interest from September 1, 1945, in exchange for %-percent certificates maturing 
September 1, 1945, and 2%-percent Treasury bonds called for redemption on Sep- 
tember 15, 1945. Exchanges par for par in case of certificates, and at par with 
adjustment of interest as of September 15 1945, in the case of the called bonds. 


1948 


Circular 823.—Issue of 1%-percent Treasury certificates, dated and bearing 
interest from March 1, 1948, in exchange for %-percent certificates maturing 
March 1 or 2-percent Treasury bonds called for ee March 15, or 234- 
percent Treasury bonds also called for March 15, 1948. Exchanges par for par in 
case of maturing certificates, and at par with adjustment of interest as of March 
15 in case of the called bonds. 

1949 


Circular 846.—Issue of 1%-percent Treasury certificates, dated and bearing 
interest from June 1, 1949, in exchange for 1%-percent certificates maturing June 1, 
or 2-percent Treasury bonds called for redemption June 15, Exchanges par for 
par in case of certificates, and at par with adjustment of interest as of June 15 in 
case of called bonds. 

1951 


Circular 890.—Issue of 1%-percent Treasury certificates, dated and bearing 
interest from June 15, 1951, in exchange for 2%-percent Treasury bonds called 
for redemption June 15, 1951, or 1%4-percent Treasury notes—3 series, all maturing 
July 1, 1951. Exchanges par for par in case of called bonds, and at par with 
adjustment of interest as of June 15 in case of the three series of notes, 


1951 


Circular 894,—Issue of 1%-percent Treasury certificates, dated and bearing 
interest from October 15, 1951, in exchange for 1'4-percent Treasury notes matur- 
ing October 15, and 144-percent notes maturing November 1. In the case of the 
latter, adjustment of interest as of October 15. 


1952 


Circular 898,—Issue of 2%-percent Treasury bonds, dated and bearing interest 
from March 1, 1952, in exchange for 2%-percent Treasury bonds called for re- 
demption March 15, 1952. Interest on the called bonds allowed to March 15, 
and accrued interest charged on the new bonds from March 1 to March 15, 1952. 


1953 


Circular 923.—Issue of 25%-percent Treasury certificates, dated and bearing 
interest from June 1, 1953, in exchange for 1%-percent certificates maturing June 
1, or 2-percent Treasury bonds called for redemption June 15, 1953. Exchanges 
par for par in case of certificates, and at par with adjustment of interest as of 
June 15 in case of called bonds. 
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1954 


Circular 938.—Issue of 1%-percent Treasury certificates, dated and bearing 
interest from February 15, 1954, in exchange for 24-percent certificates maturing 
February 15, or 1%-percent Treasury notes maturing March 15. Exchanges 
par for par in case of maturing certificates, and at par with an adjustment of 
interest as of February 15, 1954, in case of maturing notes. 

Circular 948.—Issue of 2%%-percent Treasury bonds, dated and bearing interest 
from August 15, 1954, in exchange for 25-percent Treasury certificates maturing 
August 15, or 25%-percent certificates maturing September 15, 1954. Interest 
to September 15 credited on certificates due that date, interest on new bonds from 
August 15 to September 15 charged and difference paid to subscribers. 


1955 

Circular 954.—Issue of 1%-percent Treasury notes, dated and bearing interest 
from February 15, 1955, in exchange for 1%-percent certificates maturing Feb- 
ruary 15, 1%-percent notes maturing March 15, and 2%-percent bonds called for 
redemption March 15. Certificates exchanged par for par, interest adjustment 
on notes as of February 15 and on bonds as of March 15. 

Circular 956.—Issue of 3-percent Treasury bonds, dated and bearing interest 
from February 15, 1955, in exchange for 2%-percent Treasury bonds called for 
redemption March 15, 1955. Interest to March 15 credited, accrued interest 
on new bonds from February 15 to March 15 charged, and difference paid sub- 
scribers. 

Circular 971.—Issue of 2%-percent Treasury certificates, dated and bearing 
interest from December 1, 1955, in exchange for 14-percent certificates maturing 
December 15, or 1%-percent notes maturing December 15. Exchanges at par 
with adjustment of interest as of December 1. 

Mr. Buraesss. It has been a very, very common procedure to make 
an issue a little more attractive or to make an adjustment the other 
way by a little rate difference over the period of the issue. 

Mr. Brown. In other words, it is a custom that has been followed 
throughout the years by different Secretaries and different adminis- 
trations? 

Mr. Burasss. Yes. 

Mr. HeFre.FiIncer. Yes; that is true. 

Mr. Pincus. In your testimony you stated that your interest rates 
are determined by the Government security market, and you say 
then that there is seldom any important question about the rate of 
interest. 

Mr. Burazss. Yes. 

Mr. Pincus. And in a publication of several years earlier by the 
Committee on Public Debt Policy—I believe you were chairman of 
that committee, Mr. Burgess. 

Mr. Bureess. That is right. 

Mr. Pincus. Your group—and I assume you subscribed to the 
statement—at least, it was so stated——— 

Mr. Burasss. I think so. I would like to hear it first. 

Mr. Pincus (reading): 


Interest rates are not something like the weather, which you must accept. 
You went on to say: 
The rate can be influenced by deliberate central banking policy, and so forth, 


Mr. Burasss. Yes. 
Mr. Pincus. Now, is there anything inconsistent between that and 
what you say? 
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Mr. Burcess. Certainly not. The Federal Reserve System does 
influence interest rates. When we set the price of a new issue, we 
do not influence the interest rate. That is an entirely different 
operation. 

Mr. Pincus. Can you explain a little bit how those two statements 
are reconciled? 

Mr. Bureuss. Well, the operation of the Federal Reserve System 
which increases or decreases the supply of money has a very great 
influence on interest rates. When we come out to sell a new issue of 
securities, we have to sell it at the going rate in the market. We 
cannot deliberately make the rate higher or lower. 

If we made the rate lower, we just would not sell the bonds. If we 
made it higher, it would go to a premium, and it would depress the 
price of outstanding bonds and we would be spending money un- 
necessarily, 

We simply have to price it at the market. But the broad credit 
policies of the Federal Reserve System do, of course, influence money 
rates. 

At the recent period of rise in rates, | must say, however, that the 
Federal Reserve System has been given far too much credit. The 
rates are primarily the result of an enormous demand for money. 
We are selling more new issues than we have for a great many vears. 
Bank loans increased 20 percent last year, bank loans to business. 
So the natural law of supply and demand would tend to account for 
most of the increase in money rates over this period. 

Mr. Pincus. One more thing. Do you think it might be good 
public policy to have both committees complying, let us say, with 
the suggested Department of Justice standards? 

Mr. Burcess. We have given some thought to that. I do not 
myself see the point in it. I am not at all sure that some of these 
standards they suggested accomplished any particular purpose. 

For example, what would be the advantage of our having a repre- 
sentative in every meeting that these committees had? These are 
committees of the ABA or the IBA. They invite us in. I do not 
see that we belong there. But it would take a lot of our time. _ It 
would restrain their discussions so that they could not be as free per- 
haps as they would like to be. Perhaps sometime they disagree with 
us violently and like to get it off their chests by themselves. I do 
not see any purpose to be served by it. 

In the second place, I do not see any purpose to be served by having 
complete minutes of everything that is done in these meetings. They 
give us advice on the issues. We make the decision. That is done. 
I do not see what is to be served. I do not see what is to be accom- 
plished. 

I think, on the other hand, it would tend to delay the operation. 
It would tend to restrict the discussion, and it would tend to interfere 
somewhat with accomplishing the purposes we have in mind. 

Mr. Pincus. Mr. Pattberg testified that his group could very well 
live with those standards. 

Mr. Burgess. They could live with them, of course. We could 
live with them. But what is the point? 

Mr. Pincus. You do not think it is desirable to have a record of 
what takes place in these conferences affecting public: policy determi- 
nations? 
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Mr. Burasss. I do not see any particular point in it. We are re- 
sponsible for the decisions. We will take the rap for that. 

Now, why we should hold these people responsible for a piece of 
advice they gave us last year or the vear before and say what a terrible 
mistake you made when you recommended so-and-so—I think it 
tends to impede their free discussion and their giving of counsel. 

Chairman Dawson. Mr. Montgomery? 

Mr. Montcomery. No questions, Mr. Chairman. 

Chairman Dawson. We certainly are grateful to you, and your 
discussion with us has been most illuminating to us and helpful to us 
in what we are trying to do. 

Congress is in session now, as you know. If we forego looking at 
the slides, it is not because we would not like to see the movies. 

Mr. BurGcess. We would be glad to send the members of the com- 
mittee a copy of the charts, if you would like them, Mr. Chairman. 

Mr. Brown. That would be helpful. 

Chairman Dawson. Thank you. We would like for you to do that, 
because we should be on the floor now, and so it is not because of any 
desire of us not to see them. 

(The charts referred to are as follows:) 
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PUBLIC AND PRIVATE DEBT 
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INTEREST BURDEN OF THE DEBT: 
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THE BUDGET 
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TREASURY FINANCING, JULY-DEC. 1955 
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PUBLIC DEBT OUTLOOK 
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—CHANGE IN TOTAL AND COMMERCIAL BANK HELD DEBT 
Postwar Low to Date 
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Chairman Dawson. I want to thank you gentlemen, and I want to 
say once again that 1 am grateful to the career men who have been in 
our Government and through the years have perfected themselves in 
their given branches. I notice that every head or every expert that 
comes up is surrounded by them, and I think, although we do not see 
much of them, and they are not heralded mue ‘h, yet they are the ones 
who have brought this country along where it is. 

Now, here is one that has been “there for 39 years until he has 
perfected himself in his field and can be of service to you. The same 
is true of the others. 

Mr. Brown. Mr. Chairman, may I join with you in the expression 
of appreciation which you have made? 

Mr. Jonas. Will you include me in that? 

Chairman Dawson. It is unanimous. 

Mr. Jonas. It is unanimous. 

Chairman Dawson. Thank you, gentlemen. 

(Whereupon, at 12 noon, the subcommittee adjourned.) 








